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Industrial growth in Latin America is at a rec- 
ord pace; population is increasing at a rate twice 
the world average; demand for electricity is ex- 
pected to triple in the next eight vears. The area's 
swelling appetite for goods and services and the 
capital to finance its expansion presents a tre- 
mendous challenge and opportunity to private 
investors. 

To meet the demand for electric light and 
power in the 11 Latin-American nations it serves, 
American & Foreign Power spent more than $400 
million in new facilities in the past FO vears, in- 
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fastest-growing 
Service area 


cluding the addition of 500,000 kilowatts of 
generating capacity. Already one of the largest 
investors of private capital in Latin America. it 
plans to spend $500 million more in the next five 
vears. 

What's more, Latin America has just begun to 
grow. Continuation of the present rate of growth 
will mean quadrupling the System's power sup- 
ply by 1970. To this challenge of the future 
American & Foreign Power brings a seasoned, 
vigorous management team and the experience 
of 34 vears in the Latin-American utility field. 













FOR MORE INFORMATION 





on opportunities for your business in 
the countries served by American & 
Foreign Power Co., write the Com- 
pany’s Area Development Dept. 
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The photographic industry is one of the largest consumers of silver. Over 5,000 ounces in 
film emulsions were used in the production of Michael Todd's award-winning film, ‘‘Around 


‘ | Vi F Ag the World in 80 Days.’’ A standard 1,000-ounce bar of Anaconda silver is illustrated above 


a shining example of how Anaconda stars in many industries 


Versatile, hard-working silver is growing in importance. Today, more 
of this metal is used in industry than in coinage or silverware. 

Strong, leakproof joints call for hydrogen brazing with silver. The 
addition of silver gives electrical conductors an improved margin of 
safety at above-normal temperatures. Increasing supplies of silver are 
also needed for photographic emulsions, pharmaceuticals, new alloys, 
electrical contacts, plating and a host of other uses. 

Where is all this silver coming from? Silver is an important factor in 
the complex economics of many non-ferrous metals. Ores mined mainly 
for copper, zinc or lead also contain appreciable values in silver. In 
fact, very often it is the value of the silver that makes it practical to 
mine a low-grade deposit—thus making available additional supplies of 
copper, lead or zinc. 

Of course al] this requires ingenuity, resources and research—a 
combination which enables Anaconda to produce millions of ounces of 
silver each year, and to offer business and industry an exceptionally 
broad line of non-ferrous metals from aluminum to zinc. 


The 
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Company 


The American Brass Company 
Anaconda Wire & Cable Company 
Andes Copper Mining Company 
Chile Copper Company 
Greene Cananea Copper Company 
Anaconda Aluminum Company 
Anaconda Sales Company 
International Smelting and 
Refining Company 
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1907 + Our 50th Year of Service 


The Trend of 


UNREASONING PANIC .. . Apropos of what is going 
on today is the old saw: “When in danger—when in 
oubt—run in circles—yell—and shout”’. 

Could there be a more apt description of the reac- 
ion of some of our newspapers and government 
fticials to the recent launching of Sputnik and all 
t implies? 

In the first place, I do not believe Russia intends 
to go to war—because she has already won so much 
more easily by propaganda, infiltration and economic 
varfare. With such successful methods to rely on, 
why should she try anything else—especially any- 
thing as dangerous as a hot war? 

And when you lock around the world and noti_e 
the havoc ske is causing in Indonesia—her latest suc- 
cesses at the Afro-Asian Conference—the manner in 
which she has advanced her position in the Middle 
East—her winning of the uncommitted countries 
both through loans and political intrigue—her latest 
suggestion to tie in with the Socialists of every coun- 
try because she knows that eventually se will oust 


them—it is apparent that this is the way she is going 


to fight. And, she is using her 
pres:ige, won through the suc- 
cessful launching of Sputnik, 


thinking. Her propaganda 
was smart enough to disavow 
the launching of the manned 
rocket because she felt the 
news of its failure wou!d tilt 
the laurels won by Sputnik. 
The Russians have devel- 
oped bluffing to such a fine art 


tomorrow's 
regular feature. 
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to disrupt our p.ans and our | We call the attention of the reader to 

| our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
| lyst. This department presents u 
able market analysis of importance to 
investors and business 
| abreast of the forces that may shape 
markets, 
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Events 


that I wonder whether they are realiv as far ahead 
as they insinuate they are. I remember the automo- 
bile they showed at the Paris Exhibit which had no 
engine—the fuss they made over their great subway 
when it consisted only of an ornamental station—and 
the thin plaster columns in their bank which they 
were trying to make us believe were made of marble 

their photographs of potted palms in the dining 
sections of their factories, which, on inspection, 
were made cf papier-mache. 

The way to beat the Russians is to call their bluff 

and they will shrug their shoulders and chuckle— 
and delight in the satisfaction of having played a 
joke on us. 

Europeans are surprised at the panic in this coun- 
try. In typical fashion they are telling one amusing 
story after another at our expense—and about Russia 
too. In the latest one making the rounds—the beep 
of the Sputnik is saying: “I wil] break into pieces 
I will even burn up—but I won’t go back to Russia”. 
In the same vein, maybe that is why Mr. Khrushchev 
maliciously accused us of secreting the pieces of his 
rocket, which he declared fell 
into Alaska—although he knew 
full well that the possibilities 
that the 


were more likey 
rocket or the Sputnik itself 
would disintegrate before it 


t valiu- 
reached te earth. 

Actually we don’t know 
what Russia launched or 
whether she launched a sat- 
ellite. We only have her word 
for it. She may have timed 
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her announcement with some astronomical phenom- 
ena. As far as the beep-beep is concerned, that may 
have been a hoax, because only the other day a spokes- 
man for Sweden’s Enkoping station said that the 
beep-beep was heard on the Sputnik wave length 
for hours, but was finally traced to a “typical Rus- 
sian frequency shift teleprinted transmitter”. And 
the spokesman said it sounded quite like the Sputnik. 
Similar reports came from West Germany, Finland 
and Norway—and all the monitors said that the beep- 
beep was on or around the Sputnik wave length. It 
was even heard in Ohio on Saturday. 

What I really believe is that the Russian hulla- 
bailoo is a tricky technique with which they are 
creating a fear psychology in the country, and while 
our attention is diverted into outer space they are 
busy sewing up economic ties with the uncommitted 
countries. 


THE CHANCELLOR REVOLTS ... “Hue and cry” isa 
British custom dating back to the middle ages, which 
served as an official means for rousing the citizenry 
to impending danger or affairs of exceptional mo- 
ment. Thus, despite his unprecedented resignation 
last week as Chancellor of the Exchequer, Peter 
Thorneycroft’s alarum over the real danger of fur- 
ther inflation is deeply rooted in British tradition. 

Certainly, a “hue and cry” must be raised against 
the mounting cost of government and the seemingly 
never-ending upward trend of wages. It is refresh- 
ing therefore to find that the proponents of fiscal 
responsibility, in any country, now have a distin- 
guished spokesman in addition to our now ex-Secre- 
tary of the Treasury, George M. Humphrey, who 
left his post less precipitantly than Mr. Thorneycroft, 
but for a similar reason. He said, in his now famous 
words, “if we go on this way we will run into a 
depression that will curl your hair”. 

Undoubtedly the cabinet split has hurt the Con- 
servative party in England, even though a quick 
attempt was made to force the rift underground. 
And we can expect the Labor Party to attempt to 
make political capital out of the dispute and endeavor 
to bring the government down before its time 
expires. But this seems secondary to the warning 
Mr. Thorneycroft issued, that unless government ex- 
penditures are held down the effect on sterling and 
on the entire British economy will be disastrous. 

The world is undoubtedly in a precarious financial 
position, and the menace of economic warfare makes 
greater conservatism necessary to prevent insol- 
vency. But, with the political situation so mixed and 
uncertain, compromises will be demanded of the ex- 
ponents of a sound fiscal policy—a policy that is 
certain to be continued in Britain, which has too 
much at stake to risk further serious weakness of 
the pound. 

Fortunately, Mr. Amory, Thorneycroft’s succes- 
sor is a man who can be expected to carry on much 
of the former chancellor’s policies and keep British 
finances on as even a keel as possible. This does not 
temper the enormity of Mr. Thorneycroft’s extraor- 
dinary action, however. He served notice forcefully 
that fiscal responsibility today is paramount. 

With the great mass of nations tied to either the 
dollar or sterling, the situation today calls for finan- 
cial genius of the first order to avoid serious de- 
terioration. 


MEN AND MICE... Lester B. Pearson hit the nail! 
on the head when he intimated that the world is 
committing suicide—that men are behaving like pig- 
mies—and that before they get through they wil! 
have reduced the world to a rock hurtling throug! 
space. 

Judging by man’s behavior this may have hap 
pened many times in the life of this earth, during 
its millions of years of existence. 

We who are living on this earth today can onl) 
guess at what happened. The comparisons we mak« 
must be between our times and the great civiliza- 
tions of recorded history—the rise and fall of great 
nations—the cruel and hopeless aftermath—and the 
overweening ambition for power and wealth of : 
few men who tore down great cultural civilizations 
And it is fortunate for us that the glory that was 
Greece and the grandeur that was Rome still lives 
for us in their unequalled philosophers—their litera- 
ture—their art. Everything else has been buried i: 
the ruins. 

Our world is at the cross-roads today. Maybe it 
is because men design their civilizations on the basis 
of material success instead of building them on 
character and humanity. It has been said that “love 
of money is the root of all evil”, but I would like 
to change that to say that “the lust for power is 
the greater evil’, and has brought disaster again 
and again to whole peoples—so that today only rem- 
nants remain of great and powerful nations, and 
many of them are now practically extinct. 

Conquests have always been made by the “have- 
nots” when the “Shaves” became too soft; when they 
were too contented and complacency had set it. 
When they became more interested in “living and 
let live” rather than in new conquests. 

It is precisely this state of softness and complac- 
ency that we are experiencing today and which is 
encouraging Russia to attack us. There is only one 
thing, however, the Reds have overlooked regard- 
ing the U.S.A.—and that is we are only several gen- 
erations away from being a pioneer people—that we 
have not reached maturity—and we are still in the 
process of building—that our people are extremely 
resourceful and inventive—and that we are now 
thoroughly awakened to the danger that Russia 
threatens. 

Today the madmen are again on the march. Not 
content with this earth—they seek the conquest of 
the moon and the stars. And it makes me think of 
the old fable of the fisherman who spared the life 
of the great fish he caught in his net when it offered 
to grant his every wish. His first wish was for a 
comfortable house to replace his hut, but his wife, 
dissatisfied, demanded in turn a fine mansion with 
servants—and then a palace and a kingdom. And 
then, still discontented, she sent her husband back 
to ask the fish for power to rule the sun, the moon 
and the stars so it would never rain at her garden 
parties. By this time the fish was fed up with the 
greed and in his rage sent the fisherman and his 
wife back to their hovel. 

I wonder whether that isn’t what is going to hap- 
pen to the short-sighted men in the Kremlin, who 
are just greedily reaching for the moon. But the 
unfortunate thing in the case of the Kremlin is that 
they may pul] the moon and the stars around their 
ears and the world will go down with them. 
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46 YI See JL! 


By CHARLES BENEDICT 


WHY NOT TAX LABOR BOSSES 
FOR NATIONAL DEFENSE? 


Wi screaming headlines calling for increased 
defense spending, up to now the only sug- 
gestions made for paying the bil] has either been 
nebulous talk about cutting down “‘non-essentials” 
-or unrealistic economic and fiscal plans that throw 
‘aution to the winds. 

Take the group that would abandon all hope of 
a balanced budget—scrap the debt ceiling—and use 
deficit financing regard- 


would be provided to help balance the budget. 
In dues alone the unions are collecting annually 
well over a billion dollars—and that is a conserva- 
tive figure. For the right-to-work it taxes 17,000,000 
union members at an estimated rate of $60 a year. 
In addition, the Unions have a huge income from 
capital investments—and having secured a status 
as a non-profit organization, no taxes are paid on 
these enormous sums. As 





less of what it led to. Or 
~the advocates of in- 
creasing taxes in the hope 
of maintaining govern- 
ment revenue — without 
regard to the need for 
maintaining consumer 
spending during this re- 
cession. Or —the third 
group, which declares 
that the right way would 
be to cut taxes in an 
experiment to increase 
consumer spending — al- 
though it is bound to cut 
government revenue—ac- 
celerate the need for 
deficit financing—and im- 
pair the value of the 
dollar. 

It seems politics stands 
in the way to the ap- 
proach of the several 
realistic steps that can 
be taken toward solving 
our financial problems. 
One would be to clearly 
define ‘“‘non-essentials” 
and act firmly to cut them 
down. Another would call 
a halt to the mass of 
subsidies and other give- 
aways that are sapping 
our financial strength, 
and which is perpetuat- 
ing an abuse that has 
saddled each generation 








By the Sweat 


a matter of fact, union 
income is so great that 
there is no need what- 
ever for them to amass 
such huge funds. They 
can readily reduce dues 
to a nominal payment of 
50¢ to $1 a year without 
any hardship whatever. 
This would release over 
a billion dollars to the 
consumers of the United 
States, which would 
equivalent to a very sub- 
stantial tax cut, and 
would be given directly 
to the working inen who 
would spend the money. 

There has been a great 
deal of talk for a long 
time about more realistic 
labor legislation, which 
has fallen by the wayside 
again and again due to 
political pressure. Unions 
today are a monopoly 
— and are “big business” 
too. And despite the 
proof of gangsterism 
and embezzlement of 
funds, no action has yet 
been taken in Congress 
to force the unions to 
conform to good business 
practices. This is partic- 
ularly deplorable in the 
light of the proven mal- 


of His Brow 








since World War I with 
a debt burden that may in time break their spirits 
as well as their backs. And third—an audit of $250 
billions in government-owned property to see what 
can be sold to make funds available for defense 
needs. At the same time, the sale of this property 
to private industry would open new sources of tax- 
able revenue for the government. 

And, if the government would go ahead with the 
contemplated labor legislation which wou'd place 
the unions under the Insurance and Banking Laws, 
making their income and their profits taxable, 
another important source of government revenue 
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feasance in office of 
union officers and their loose handling of union 
funds. 

The control of the worker by the union leaders 
has brough criticism of our system abroad and dis- 
belief as to whether the proclaimed freedom of the 
individual in the United States is really true. And 
amazement has been expressed as to how our people 
can possibly operate in an atmosphere of terror and 
intimidation by a very few individuals who exercise 
total control of their livelihood, and still be con- 
sidered free men. 

The situation calls (Please turn to page 552) 
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In the President’s program. as revealed so far. there is no surprise. The market remains a 
dominated by investment uncertainty and caution. Acceleration of the business recession ve 
brings its end nearer. but generation of a new expansion cycle may take some time. A = 
generally conservative. selective policy in portfolio management remains in order. vol 
ea 
ype 
By A. T. MILLER pe 
“ect 
dly 
The stock price averages remain in an inde- made immediately by relief from tax selling, an = 
cisive phase of trading-range fluctuation, with the average of only about 5 new 1957-1958 lows has “me 
exception of the utility list. The latter has edged been recorded daily by individual stocks from the py 
persistently and fairly steadily upward for some _ turn of the year up to this writing, against 65 on ott 
time, in line with further shrinkage in bond yields December 31, even though the industrial average one 
and moderately favorable prospects for earnings rallied nearly 4 points in that session; and compared oe 
and dividends. At best recent levels, this average with 179 in the December 30 trading session, in Th: 
had made up not far from two-thirds of its 1957 which the average receded little more than one point. sae 
May-October decline. Aided by termination of tax On the other hand, the new highs—recently around nif 
selling, the industrial average rallied about 16 10 to 12 issues per session—have not been signifi- tur. 
points from the December 30 minor-reaction low to cantly out of line with December performance; they of | 
the best early-January level, the rail average more represent a tiny proportion of the stock list; and abes 
than 9 points. However, much of these gains had they remain principally confined to investment- aul 
been given up by the end of last week. grade income stocks which are partially responsive a 
Illustrating at least the temporary difference to money-rate factors. ; T 
bot 
MEASURING MARKET SUPPORT aponiedon ennai — 
THE MARKET IS A TUG-OF-WAR . .. CONSTANTLY SHIFTING SUPPLY & DEMAND For the industrial list, the downward ts 
PRODUCES THE FLUCTUATIONS” THE MAGAZINE OF WALL STREET 1909 trend has been more or less suspended the 
+++ Rapa te for about two and a half months; for Saad 
SUPPLY OF STOCKS rails, only about three weeks. Some ob- 195 
As Indicated by Transactions servers think (“guess” would be a bet- oiee 
at Declining Prices ter word) that the lows recorded a j 
ar Th October 22 by industrials, and Decem- : I 
|! ber 24 by rails, should hold. Others me 
view it as a 50-50 possibility. We still Au: 
say: Wait and see at this uncertain 2 pi 
stage. 6 , 
In an environment of continuing and alo! 
1 | | accelerated business recession, with the the 
DEMAND FOR STOCKS ony general run of stocks by no means down | 
As Indicated by Transactions f | 2 a . . : _ out 
at Rialng Prices to any bargain-counter level, we are fell 
| rT unable to reason that the start of a new the 
ee = 190 bull market is already in formation. If ens 
MEASURING INVESTMENT that is —— here ee the possibili- ae 

ties: (1) some limited near-term exten- ¥ 
AND SPECULATIVE DEMAND sion of the intermediate recovery, al- a 
44 SS ee TINT = 240 though the immediate technical evidence 195 
4 rn | | | is unpromising; (2) maintenance of R 
420 bd 4s | ann ; | L |_| tT 230 the recent trading range for a further <— 
M.W.S. 100 HIGH PRICE STOCKS H ri | time; (3) a test and possible breaking ute 
400 Sw ted hy ScALe AT BHT {tit} tit 220 of the prior lows by or before early cee 
| | | ri yd] Spring. Again we say: wait and see. not 
3805+ iT rT HTT tet iti td} 210 Meanwhile, only a fairly small minority Viv: 
60 it} 1 | | | Th \ ‘ ‘ Lh] m0 of income stocks and special-situation mal 
MWS Low PRICED Stocks “+ L445. LH equities appeal sufficiently attractive to ish 
340 “scat a vert fay | 4 | | 180 us to invite confident buying. defi 
|} | a oe If the industrial average established buy 
L | | | | | a lasting low in October, it must be exp 
ea T eee Seerwsi see vase teres noted that it would represent the high- a fl 
= “re “3 se est bear-market bottom, measured by nat 








dividend yields and their relation to 
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bond yields, ever seen. In 
that case, upside possibili- 
ties could hardly be broad, 
for it would take no great 
advance to put the list 
back again to a level of 
ver-valuation. But while 
the present case for the 
ull side is dubious, we 
would avoid dogmatic 
yearishness and keep an 
yen mind in watching 
‘vents unfold in nearby 
weeks and months. The 
‘ecession is moving rap- 
dly. If rapid enough, the 
vorst of it possibly could 
be seen within the present 
quarter, followed by slow- 
er adjustment for a waile 
and then by flattening out 
possibly over a period of 
several or more months. 
That still leaves the tim- 
ing and scope of any sig- 
nificant upturn conjec- 
tural. Meanwhile, a_ spill 
of some proportions in 
stock prices could make 
quite a difference and cre- 
ate buying opportunities. 

The market has usually 
bottomed ahead of busi- 
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ness, although by widely 





varying intervals of time. 
It was six months ahead of 
the low for the production 
index at its September, 
1953, bottom, an unusually long lead; one month 
ahead at its June, 1949, bottom; two months ahead 
at its March, 1938 bottom. 

In the present instance, the index of production 
made a peak of 147 in December, 1956. As late as 
August, the net decline in eight months was only 
2 points to 145; but in the next three months it fell 
6 points to 139, with half of that in November 
alone, according to preliminary figures. Judging by 
the recent course of steel production, automobile 
output and other key indicators, the index probably 
fell further in December to a level around 136. In 
the week-to-week industrial news, indications of 
easing continue. Hence, the production index might 
be down to the 132-130 area by February or March, 
at which time the total shrinkage would approxi- 
mate or slightly exceed those of the 1948-1949 and 
1953-1954 recessions. 

So it might be that the recession is not far from 
its intermediate low, even should it moderately ex- 
ceed our last two previous ones in scope. But we do 
not see basis for a Spring or Summer business re- 
vival; and basis for a late-1958 upturn, centering 
mainly in Government spending and possible replen- 
ishment of business inventories, is not too strongly 
defined at this time. With no surge of consumer 
buying in sight, and no improvement in business 
expansion outlays in prospect for some time to come, 
a flat bottom of some duration is quite possible, if 
not probable; and it would be nothing new. 
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The 1953-1954 Experience 


The production index reached a peak of 137 in 
July, 1953, falling to a low of 123 in March, 1954. 
But thereafter it was stymied in a range of 123-124 
for six months through September. Concerned about 
inflation, the Federal Reserve had begun to tighten 
money in late 1952 and early 1953. Responding to 
this, the industrial stock average declined 13% in 
1953 from early January into September. By June, 
1953, the Reserve had begun a sharp about-face 
toward easy money. By the time the production in- 
dex reached bottom in March, 1954, the stock aver- 
age was up around 19%. By the time production 
really started to rise in October, 1954, the stock 
average was up more than 40%. Thus, the latter’s 
direction was in line with the production trend only 
for a few weeks in the summer of 1953 and the 
fourth quarter of 1954. 

However, the situation is not the same today. Easy 
money, which was used to reverse the deflation, is 
unlikely to have the stimulating effect that it did at 
that time for various reasons. In addition, in July 
1953 the Korean war ended and pent up consumer 
buying was released, which is not the case today. 
The market then, too, had the advantage of the 
ending of the excess profits tax. Then there are 
other factors today, such as the tapering off of plant 
expansion—and the intensification of political and 
economic warfare with Russia, which is reaching a 
climax at this moment. (Please turn to page 550) 
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THE STATE OF THE UNION 


JAMES J. BUTLER 


fter months of public wrestling with questions 
posed by Russia’s progress in the field of outer 
space exploration, relating it to this country’s na- 
tional security and economic health, it was expected 
that President Eisenhower’s State of the Union mes- 
sage would suffer a degree of anti-climatic impact. 
There was no trace of such reaction. 

Consciously or otherwise, the administration had 
prepared Congress and the public for what seems to 
be ahead. The probable size of the budget and its 
segments were known. Its brevity in terms of word- 
age, even some of the major quotations, were making 
the rounds on Capitol Hill 24 hours before Ike went 
to the lectern. Since the element of surprise was 
missing, interest seemed likely to center not so much 
on what would be said as on how it would be spoken. 

In text and delivery, the message bore the marks 
of careful going over and re-writes. The President 
obviously realized that in addition to the national 
welfare he also was putting on the line his own claim 
to the right of leadership. Not political party leader- 
ship, but the functions and prerogatives of a presi- 
dent of all the people—and he rose to the occasion. 

He was facing a Congress troubled and critical 
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over reported lack of progress in defense and in 
diplomacy. In his sixth appearance to discuss the 
State of the Union he was meeting the tacit chal- 
lenge to his superior judgment in matters military. 
More than ever before, Congress had made it clear 
that methods, as well as financing, would be deter- 
mined with less attention to the President’s consti- 
tutional position of Commander-in-Chief. 

The President invited cooperation without surren- 
dering any of his powers or delegating any of his 
duties. 

“T am not here to sory d the past, gloss over the 
problems of the present, or propose easy solutions 
for the future,” he yo a in the first minute of 
his address. “I am here to state what I believe to be 
right and what I believe to be wrong; and to propose 
action for correcting what I think wrong.” 

There appeared to be unity on the House floor that 
Ike was correct in warning against either overesti- 
mating our strength, or underestimating it: that 
the country today possesses as he put it, the world’s 
most powerful deterrent, but must be alert to retain 
it, improve upon it. 


rn 


The President thrilled the Congress with vigor- 
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ously spoken assurance: “They (our Navy and Air 
Force) present to any potential attacker who would 
unleash war upon the world the prospect of virtual 
annihilation of his own country ... every informed 
government knows this. It is no secret.” 

Russia’s present leadership in long-range ballistic 
missiles was conceded. But, said the President, that 
lead can be overcome before it is too late. The prob- 
lem, he summed, is not our strength as of today, it 
is the necessity of action today to ensure tomorrow’s 
safety. 

There was a sidelight new to “State” messages. 
Most of the members of Congress were seeing the 
President in the flesh for the first time since his 
third serious illness. The question seemed to be on 
all lips and in every eye: 

“What of his health?” Any trouble with a word, 
even a syllable, would be translated into strained 
meanings. None was more aware of that than the 
man who struggled to correct a speech impairment 
only weeks ago. 

There was little the President said or recom- 
mended on the prime questions before Congress that 
he had not already said in “chin up” speeches. These 
had wisely been abandoned after the second attempt. 
What then remained to be said was fed to the public 
through press conferences, notably those of Secre- 
tary James C. Hagerty, and by the first string of 
military and fiscal experts. In the threshing of many 
weeks, highpointed by Vanguard’s miss, the salient 
elements of approach were on the record, the dross 
of panic and partisan argument had been ground 
down. But Congress still was troubled. The President 
approached his chore with that knowledge upper- 
most in his mind. 

If theatrics might be found in the “State” speech, 
it was the drama of lurking danger. In many ways 











1. DEFENSE UNIFICATION 
“I am not attempting today to pass judg- 
ment on the charge of harmful service rival- 
ries. But one thing is sure. Whatever they 
are, America wants them stopped.” 


2. DEFENSE SPEED-UP 
“Now the second major action item is the 
acceleration of the defense effort in particu- 
lar areas affected by the fast pace of scien- 
tific and technological advance.” 


3. MUTUAL SECURITY 
“We must continue to strengthen our mu- 
tual security efforts. ... The fact is that no 
investment we make in our own security can 
pay us greater dividends than necessary 
amounts of economic aid to friendly na- 
tions.” 


4. EXTENSION OF TRADE AGREEMENTS ACT 
“Both in our national interest, and in the 
interest of world peace, we must have a five- 
year extension of the trade agreements act 
—with broadened authority to negotiate.” 








PRESIDENT EISENHOWER’S EIGHT POINT PROGRAM 


the message was more precise than any of Ike’s five 
earlier essays. And the President departed from the 
practice he picked up from his predecessors: this 
time he seemed to speak direct to his ultimate ob- 
jective, the Congress, and not over the heads of the 
lawmakers to the listening or reading public. He 
offered no prefabricated solution to the riddle of 
Sputnik. That was to be found in an evolution to be 
worked out in the light of urgency, the capacity of 
men and machines to move with efficient speed, and 
the country’s willingness to absorb costs while con- 
tinuing to pursue an economy as close to normal 
as possible. 

The President was pleading obliquely for approval 
of a budget—not detailed at that point, which would 
promote not only national security but a!so bolster 
the economy. 

In the face of increasing unempleyment and in- 
come drop, a carefully tooled financial program was 
foreseen by Ike as a force for stability and, eventu- 
ally, for national growth. That thought underlies a 
$74 billion budget including $40 billion for defense. 

Such an amount, while unheard of in other peace- 
time years, is less than $3 billion more than what 
Ike considered one year ago to be necessary to run 
the country—in a year of better-than-usual business, 
and one in which foreseeable defense requirements 
were ’way under what is accepted now as the mini- 
mum of safety. 

The estimate is higher than the President would 
prefer. It is lower than many congressional leaders 
would have it. It is geared to create economic sta- 
bilizers by stepping up defense expenditures to the 
point and the hope of making 1958 a good business 
year, without imposing destructively high taxes. The 
President told Congress these things are possible: 
more and better defense, substantially greater mili- 





5. EXCHANGE OF SCIENTIFIC INFORMATION 


“It is highly important that the Congress 
enact the necessary legislation to enable us 
to exchange appropriate scientific and tech- 
nical information with friendly countries.” 


6. RESEARCH AND EDUCATION 


“In the area of education and research, I 
recommend a balanced program to improve 
our resources, involting an investment of 
about a billion dollars over a four-year 
period.” 


7. CUTTING NON-ESSENTIALS 

“To provide for this extra effort for secur- 
ity, we must apply stern tests of priority 
to other expenditures, both military and 
civilian.” 


_ 


8 WORLD PEACE 


“The world must stop the present plunge 
toward more and more destructive weapons 
of war, and turn the corner that will start 
our steps frmly on the path toward lasting 
peace.” 
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tary and foreign aid expenditures, a balanced budget 
and no increase in Federal tax bases. This contem- 
plates speeded defense procurement but no “crash” 
programs. 

A State of the Union Message is an annual report 
to the Nation and to Congress, and should be ex- 
amined in the light of the limitations that are in- 
herent in a document which will later break down 
into many major messages. It is both an inventory 
reflecting conditions faced as a new Congress con- 
venes and a requisition, general in form and subject 
to later detailing. When a change of Administration 
has taken place during the year the Message is ex- 
amined closely from a policy viewpoint; when the 
Administration is a going business, attention turns 
more to “how” than to “what.” That is especially 
true this time: How the President proposes to carry 
out current and new programs, operationally and 
financially. 


No Alternative to Adequate Defense 


Ike was unable to tell Congress anything about 
the nature of the problem that wasn’t already well 
known: the course of action defense-wise had been 
determined on a Russian rocket firing range; the 
details, financing and the like, are for Congress to 
decide. The President offered his views, generally. 
The decisions, for reasons which have been apparent 
for months, are more likely to be the judgments of 
the co-equal legislative branch than have the findings 
of any recent vear. Yet there is no alternative to 
adequate, costly national defense, and the President 
addressed Congress in the assured tone of one who 
realizes that the lawmakers must come around to 
his program, regardless of label. 

President Eisenhower was not able to make politi- 
cal common cause with the Congress. Predecessors, 
with occasional exceptions, could insert a word or 
expression reminding his listeners of their “duty” to 
come to the aid of the party—to accept his leadership 
and cooperate. As he has in the past, Ike faced a 
Congress numerically and otherwise dominated by 
members of an opposite political faith. He had what 
business circles know as a hard sell. But the Presi- 
dent made no concession, in word or attitude, as he 
placed before the lawmakers the sketch of a program 
that means sacrifice in a material way plus at least a 
partial holiday from partisanship, if it is to succeed. 

To back his assurance that Russia’s lead will be 
overtaken, Ike traced,the progress made by the 
United States in missilry in a few years and con- 
trasted that with the advances Russia has been 
able to achieve over a much longer period of time. 

Friendship and strength abroad were pictured as 
greatly enhanced by recent NATO meetings. The 
President compared the voluntary coming together 
of the allied democracies, with the strife-ridden sat- 
ellites’ conquest by the Kremlin. Hungary’s uprising 
was instanced to show the failure of military con- 
quest and explain Russia’s switch to economic war- 
fare to establish domination of the world. 

Here, the President appeared to be pushing for- 
eign economic aid to a priority even above military 
strength for deterrence. “This non-military drive,” 
he said, “if underestimated, could defeat the free 
world regardless of our military strength. This dan- 
ger is all the greater precisely because many of us 
fail or refuse to recagnize it.” 

It was the first blow struck for new and increased 
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foreign aid appropriations. 

The President took ncte of the current business 
decline to assure that “the basic forces of growth 
remain unimpaired,” and to remind that the govern- 
ment stands prepared to take any appropriate action 
to promote renewed business expansion. 


Pentagon Rivalries Must End 


The intra-service rivalries at the Pentagon were 
treated in terms of regret at their existence and in- 
sistence that they must be ended. The President 
promised a future message dealing with this prob- 
lem. He hinted strongly cf adherence to unification 
under civilian control, while making allowance for 
the special needs of centralizing control over new 
weaponry in its development and production stages 
at least. On the point of military procurement, this 
paragraph was a significant reply to demands for 
precipitate switch to push-button warfare: 

“We must maintain deterrent retaliatory power. 
This means, among other things, stepped-up long 
range missile programs; accelerated programs for 
other effective missile systems; and, for some years, 
more advanced aircraft.” 

But, General Eisenhower counselled, research and 
development must continue to anticipate and achieve 
the unimagined weapons of the future. 

The sections of the Message dealing with foreign 
aid forecast greater emphasis on repayable loans 
through the Development Loan Fund, through funds 
generated by sale of surplus farm commodities, and 
through the Export-Import Bank. And this thought 
was introduced into Congress’ planning: 

“While some increase in Government funds will be 
required, it remains our objective to encourage shift- 
ing to the use of private capital sources as rapidly 
as possible. One great obstacle to the economic aid 
program in the past has been, not a rational argu- 
ment against its merits, but a catchword: ‘give-away 
program.’ The real fact is that no investment we 
make in our own security and peace can pay us 
greater dividends than necessary amounts of eco- 
nomic aid to friendly nations. This is no give-away. 
Let’s stick to facts! We cannot afford to have one 
of our most essential security programs shot down 
with a slogan.” 

There was no surprise in the recommendation for 
a five-year reciprocal trade agreements program, ef- 
fective when the most recent three-year extension 
expires this year. That had been forecast in White 
House statements. The arguments in its favor were 
capsuled in terms of promotion of peace, mutual 
benefits, and continued employment for 4.5 million 
American workers. For a topic which is certain to 
create much controversy and is regarded almost sure 
to result in partial rejection of White House propo- 
sals, it was passed over lightly. Exchange of scien- 
tific knowledge with allied countries, also a contro- 
versial topic, received light treatment, too, the argu- 
ment going principally to the benefits this country 
will derive by sharing foreign scientific know-how. 
This would be complemented by a $4 billion, four- 
year program of education and research into better 
teaching methods with control at the local level: 
doubling funds available to the National Research 
Foundation; greater participation by industry, in- 
stitutions of learning, and local governments in lift- 
ing the financial burden. 

The military budget will (Please turn to page 552) 
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be EDITOR’S NOTE: The building industry has enjoyed a field day since 1946, and many opera- 
tt- tors have built up terrific fortunes working on a shoe-string, while the government shouldered 
~ most of the burden of assuming and guaranteeing mortgage loans for new home and 
1¢ : 
oy apartment house construction. 
AV Furthermore, the chronic housing shortage through most of the post-war decade was a 
ve bonanza for the owners of existing dwellings as well, allowing them to sell their properties 
us at handsome profits. Apartment house owners especially were benefitted, and many succeeded 
i in unloading their holdings on their tenants at their own price through plans of “‘coopera- 
- tive’’ ownership. 
n And now, at what appears to be the top of the market, they are further seeking to cash 
in by offering shares in office and apartment house ventures to the public, promising 8% to 
br 10% returns. For our part, at this stage in our economy, we prefer the shares of listed 
a companies, whose financial and earnings statements are Exchange requirements. 
te But because we have received so many inquiries concerning the office building boom we 
re requested Mr. Robert B. Beach, an outstanding real estate expert, to give us a story on the 
al situation in this latest building venture — the exent of the need for new office space — whether 
on it has not already been overdone — and the outlook for 1958. 
tO 
we 
Sun 
l- 
a ° ° ° m 
1- I, answer to your questions, it can be asserted the sharp advance in construction costs, which had 
Vy as a general principle, that when the need for office taken place during the years of conflict, made it 
,. space becomes well established, not to say acute, impossibie to produce commercial space which the 
4 new office buildings will be provided at any cost. rental market could absorb. So construction lagged 
r It can likewise be said, also as a general state- and, as a result, building occupancy reached an all- 
: ment, that when a building boom is successfully time high. For ali practical purposes vacancy was 
h launched, it tends to out-run the shortage which eradicated and the overflow was forced into make- 
% eccasioned it. shift quarters. 
2 The first was questioned for a time following Once it was demonstrated, however, that new 
World War II. There was a period of pronounced office space would rent at a figure well above pre- 
) hesitation. The opinion generally shared was that  vailing levels, the tide of new construction spread 
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rapidly across the country, reaching proportions at 
the present time that are beginning to be viewed, 
as once before within memory, with some measure 
of apprehension. 

In this upsurge of office building construction, or 
rather in any appraisal of it, certain things need to 
be kept in mind. 

The record is one of high peaks and deep valleys. 
The volume of building of the 1920’s resulted in 
excessive production, so far over-stepping the re- 
quirements of declining business as to intensify the 
devastation of the bleak years which followed. By 
1934 the national average of occupancy had sunk 
below 75 percent of space available, a calamitous 
situation. Some 50 million square feet of vacant 
rentable area overhung a very sick market. For a 
decade, and more, there was virtually total lack of 
construction in this particular field for quite obvious 
economic reasons. Then came war restrictions which 
prolonged for another five years the period of en- 
forced inactivity. All told, a 15-year moratorium! 

Then came the resurgence which continues to this 


and cold, new materials, light and color, with plenty 
of both—quite enough to demonstrate that the new 


look is far from superficial. 
The Competition With Older Buildings 


What happens to the building that is no longer 
new, though perhaps so regarded until the new look 
came along? Likewise to those of earlier construc- 
tion periods, dating back to the 1900’s or before? 

Perhaps not as much as at first blush might be 
expected—mainly for two reasons. First, because the 
competition of the new buildings has a higher rental 
differential to overcome which serves as a protective 
buffer for the older structures. This tends to stabi- 
lize the rental market, rather than force it down. 

Second, because its substantial following is still 
a “minority group”. A good many tenants, so far 
as can be told, are still happy enough with the erst- 
while prevailing order, though at the same time 
more demanding. 

But well entrenched as many of these older build- 























day, scantily at first, ings are, because of 
and then all-out in their favored loca- 
certain areas, selec- tions, there is still the 
tively, but gaining Office Buildings Completed in Each need of “going mod- 
momentum and cover- Postwar Year ern” to maintain their 
age. The Southwest UTE competitive position. 
led off, having been _ sain “— a This calls for capital 
touched lightly by the expenditures on a sub- 
depression. But the re- 1947 : 682,000 stantial scale, particu- 
newed activity spread. 1948 3 234,000 larly for air condition- 
As of now few of our bin ° page ing. Fortunately the 
tee? tg 1950 " 4,014,000 : a 
principal cities have 1981 3 1,216,000 earning power is there 
not had at least a 1952 3 995,000 to support an appro- 
taste. In some the taste 1953 5 957,000 priate modernization 
has taken on banquet 1954 10 2,299,000 program. Improve- 
proportions ! 1955 9 2,199,000 ments of such nature 
1956 10 3,912,000 are extensively under 
The New Look in 1957 19 4,913,000 way throughout the 
Office Buildings 1958 (Get) ad 6,458,000 office building indus- 
Based on data compiled by the New York Times. try. Rent adj ustments 
A second point to || are usually involved 
which in most cases 











consider, and a matter 
of vast significance, is 
that the office buildings of the present era are of a 
distinctly different type —a new species — identified 
by the “new look”. Only the innovations go much 
deeper than mere appearance. They have tested new 
materials in various classes, often spurred on by 
the material producing industry in its constant 
quest for new markets. Thus today buildings are 
being constructed of aluminum, glass and stainless 
steel, in addition to conventional building materials, 
radically altering the appearance of new structures. 
As a matter of fact, about the most devastating 
criticism that can be leveled at a new structure in 
this age is that it looks like 1920. 

This is not say that coming years may not bring 
a newer look. Who knows but that twenty years 
hence, buildings of the present “school” may be 
labelled “dated”? The test of time is yet to be ap- 
plied, but as of now the new techniques of building 
construction are going, and going strong. 

Inside, things are different, too — perhaps even 
more so. For the modern building is functional to 
a fault, functional with a flair for glamour. Auto- 
mation in elevators, modular office layout, partitions 
that save space and can be moved at will, suspended 
ceilings, cellular floors, automatic controls of heat 
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the tenant accepts. 

At every stage in the life of an office building 
economics plays a leading role—in inception, opera- 
tion, refurbishment from time to time, and _ ulti- 
mately in its replacement. Fortunately records 
are available that give close to a 40-year case 
history. Much can happen in forty years — and 
much has! 


Rental Rates and Profits 


Rental rates, in terms of square feet of rentable 
area, reached a peak in the 20’s of $2.50 on the 
average. That had shrunk to a low of $1.45 when 
World War II broke out, but has since recovered to 
a high of $3.58 in 1956. Data for 1957, when avail- 
able, will probably show a further advance of 3 or 
4 percent. 

The latest showing is nothing to cheer about for 
costs have also been advancing. On a comparable 
square foot basis operating costs were $1.32 in 1929, 
$1.20 in 1941, and $2.47 in 1956. These costs include 
depreciation along with other fixed charges—exclu- 
sive, however, of ground rent, if any, mortgage 
payments and return on investment. Consequently 
they come before federal taxes levied against net 
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profit on this type of building. 
- For any number of reasons, all valid, no attempt 
has been made to record statistics on an item of 
major interest, investment return. This is especially 
significant for the investor contemplating the pur- 
chase of real estate stocks and bonds. Primarily this 
is for lack of an ascertainable base on which to cal- 
culate the return. First cost, book value, assessed 
value, reproduction cost less depreciation, market 
value, purchase price—the alternatives are too varied 
to be reconciled. 
But potential earning power is a controlling 
factor in the economic analysis of any new build- 
ing. It is what determines willingness to invest and 
is an element of weight in mortgage financing. 
Cost (or value) of land may be known. Construc- 
tion cost can be estimated. Rentals can be appraised, 
taking due allowance for vacancy, and operating 
costs can be established within reasonable limits. 
’utting these computations together, it is no trick 
o arrive at a projected pattern of profit. 
Investment return is in some part a misnomer, 
or “investment” does not tell the whole story. 
suilding ownership and management is a business 
enture, subject to business hazards and entitled to 
business return. It has become increasingly diffi- 
ult, with financing tough and construction costs 
vhat they are, to arrive at a promising return. It 
nakes a world of difference who the prospective 
»wner is, what sort of return proves attractive. A 
inancial institution, thinking first of a home office, 
nay be happy with 5 or 6 percent; whereas a pro- 
esisonal real estate investor looking for business 
yrofit might show no interest in a figure running 
wice as high. 


Special Reasons for Building Ownership 


In general, the office building return is less than 
on comparable media. This may be because for many 
owners there are compensating intangibles. An im- 
posing structure that gains favorable attention has 
an important public relations angle. In the case of a 
financial institution it builds prestige and creates an 
impression of stability. For an owner who has some- 
thing to sell the advertising value is no small item. 

For the professional operator, a considerable vol- 
ume of investment money has been channelled into 
the office building field as a bulwark against infla- 
tion. With rising costs and shrinking dollars, people 
lean toward tangible property. Land values increase 
when suitably improved, and so in fact does the 
improvement itself in terms of a declining dollar. 
Witness transfer of titles, a transaction which en- 
ables the purchaser to set up a new depreciation 
schedule and start all over again...a procedure 
that can be made a valuable source of tax saving, as 
the high depreciation charges can be used to offset 
operating income. Tax savings contribute in other 
ways to the building boom, for some builders are 
willing to venture into a high cost project, since any 
losses incurred can be utilized to cut the tax liability 
on gains realized in other operations. 


Is Building Being Over-Done? 

An adequate supply of mortgage money is a neces- 
sary adjunct to any building “boom”, whether of 
all-out or limited proportions. It was the availability 
of financing of the then popular “gold bond” type 
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that led to the overbuilding of the 1920’s. The mort- 
gage lenders of that day had high-powered sales 
organizations in the field and were in constant need 
of “merchandise” to keep going. Keep going they 
did until the bottom fell out. From then on it was 
a different story! 

A proper question at the present time is whether 
overbuilding is again imminent. The consequences 
of over-production will hardly fade from the mem- 
ories of those who lived through it. One trouble is 
that a younger generation pays little heed to the 
grim lesson of the past. 

There is one important difference in the present 
situation—a difference of more than passing signific- 
ance. The principal source of office building finance 
is the insurance company which has a dual responsi- 
bility. It is hard to conceive that such responsible 
institutions can permit competition in the employ- 
ment of their funds to run into reckless lending. 

Viewing the country as a whole it does not appear 
that space production has as yet reached dangerous 
proportions. There are half a dozen cities where the 
question might be debated, but up to now they have 
shown a rather amazing: capacity to absorb the area 
so created. In New York City where a fabulous 
amount of new construction has been going on—and 
still is, for that matter—current surveys show a bare 
smattering of vacancy, yet in the light of all the new 
office building that is going on—and contemplated, 
one can wonder about the future. What would hap- 
pen if the economy should take a sudden tailspin is 
something one cannot help pondering. But, perhaps, 
what we are witnessing in this and other fields is a 
demonstration of confidence, long range. However, 
while these hopes may ultimately prove justified, 
there may be a painful interval for investors which 
might be sustained for a number of years. New 
Yorkers may recall that for a long time the Empire 
State Building was called the “Empty State Build- 
ing’. 

There is an inter-relationship between office build- 
ing and city growth. Lack of adequate modern space 
is an invitation to big business to stay away. Taking 
a chance in anticipation of business demands has so 
far tended to pay off. Certainly that has been the 
case in Manhattan which has entrenched its position 
as the administrative focal point of national corpo- 
rations by producing a seemingly unlimited array of 
facilities of the kind that commands premium rental. 

There is this to be said about over-production of 
office space. It is not like the producer of shoes, or 
even automobiles, who by shutting down until con- 
sumption catches up, can keep his operations in bal- 
ance. When an over-production of office space occurs 
it may take years for the industry to recover—and 
meanwhile real estate taxes and upkeep continue. 
This hazard is not to be taken lightly. 


The Outlook for 1958 


The outlook for the coming year is for a consid- 
erable amount of building activity. In fact, construc- 
tion in general is hailed as a bright spot in the 
economic picture. Much of this construction will be 
publicly financed with road building as a case in 
point. But independent surveys indicate that private 
enterprise will contribute its share, and that office 
building may equal or possibly exceed last year’s 
showing. 

Office building as an (Please turn to page 550) 
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@ In Part | of this report which appeared in our 
previous issue, we set the general economic frame- 
work for industry in 1958, and discussed several of 
the major industrial groups. We pointed out that in 
most segments of the business community competi- 
tion has become much keener as companies strive 
to cope with the conflicting problem of narowing 
markets and rigid costs. 

The general conclusion was reached that in most 
industries it will be the major companies who will 
fare best in the period ahead, because they command 
the resources and talent to maintain their position. 

In this concluding article, attention will again be 
drawn to the relative position of the major and 
secondary companies in each group. In addition the 
particular factors and special circumstances affect- 
ing individual industries will be stressed, calling 
particular attention to their impact on specific com- 
pany fortunes. 


AIRCRAFT MANUFACTURING — 1957 was a vear the 
aircraft industry will long remember. It was a year 
of unexpected change and radical reversals in gov- 
ernment policies that brought serious dislocation to 
the industry. 

The year began on a high and apparently stable 
level but by mid-year fiscal difficulties caused the 
government to cancel and stretch out many existing 
contracts, sharply curtailing current production. 

After Sputnik the industry’s fortunes were again 
reversed. Economy gave way quickly to a new accent 











By HAROLD M. EDELSTEIN 


Thus some aircraft manufacturers enter 1958 sub- 
stantially better situated than appeared likely last 
summer. It should be pointed out emphatically, how- 
ever, that it is only the future that is better. The 
present, and this means well into 1958, will be a 
period of considerably lower earnings for some 
major producers and scores of lesser companies. 
The disruptions of 1957 can be shrugged off ulti- 
mately as new orders flow into the industry, but they 
cannot be erased from the current profit-and-loss 
column. 

North American Aviation, for example, having 

had its Navaho missile contract cancelled, and hav- 
ing completed an important fighter contract early 
this year, is bound to show earnings that will be 
significantly lower for 1957 and at least to the first 
half of 1958. 
—Grumman, a prime Navy contractor, was hit even 
harder by cancellations and was forced to lower its 
dividend payments, but the company has just re- 
ceived a new naval contract, which improves its 
position for the period ahead. 

North American, on the other hand, by virtue of 
its dominant misstle and rocket engine position, will 
undoubtedly garner a large share of new missile 
orders, which should help the profits trend to turn 
upwards again. 

General Dynamics fared well last year because ef 
its broad diversification in several defense areas, 
and because of the stability its Convair Division 
enjoys from civilian plane construction. Similarly 


on national defense and the stage was set for a _ Douglas, Boeing and Lockheed, the major manufac- 


huge new missile program. 


$02 





turers of non-military craft fared generally well, but 
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turmoil best describes the position 
of most other companies. 

Nor is the future secure for many of 
them. Missile funds will be doled out more 
selectively than aircraft funds, since not all of the 
companies are equipped to produce missiles. More- 
over, it is too late for many of them to enter the 
competitive design race and still garner a share of 

the funds curently being made available. 

No consistent pattern is in view for 1958. Some 
companies wil] step up production immediately. 
Others will be hurt by further curtailment and pay- 
ment restrictions. Mr. Smythe in his story, “A First 
Hand Report on Missile Expenditures,” in this issue; 
clarifies the new developments for the companies 
involved. 


AIRLINES — The airlines move into 1958 with their 
major problems of the last few years still unre- 
solved. The industry’s brightest spot is the continued 
popularity of air travel, and the steadily increasing 
share of the nation’s passenger business it is gather- 
ing in, but commensurate earnings growth is not 
materializing. Moreover, in mid-1957 the industry 
was the victim of federal anti-inflation policies when 
the CAB refused an across-the-board rate increase 
despite the strong case the airlines were able to 
present. As with all industries, costs continue to 
mount, but under their federal franchise agreements, 
managements cannot raise rates as an offset. 

What is particularly disturbing to the airlines, 
ind for investors interested in the air carriers, is 
that earnings improvement is a prime necessity if 
the industry is to finance its swing over to jet aircraft 
within the next few years, a necessary shift if they 
are to meet competition. 

Moreover, for the major lines who have already 
contracted for some jet craft, the problem of pay- 
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ment will be a current one be- 

fore very long, making better earn- 
ings an urgent necessity for companies 
in this situation. 

Fortunately money market conditions have eased 
in recent months, enhancing the outlook for equip- 
ment financing in the period ahead. But full scale 
borrowing will only compound the industry’s diffi- 
culties in the long run. Financing out of earnings 
is generally the cheapest course, and this the lines 
will be unable to do as things stack up now. 

Nevertheiess, the outlook for the industry is not 
all black. It now seems that the government is recog- 
nizing the inadequacy of the current rate and is 
ready to do something about it in 1958. Moreover, 
with defense contracts again flowing into the prim- 
ary aircraft producers, they can be expected to ease 
their pressure on the airlines to accept delivery of 
new planes on schedule, easing the demand on their 
capital funds. 

The year ahead should witness further passenger 
revenue gains and a continuance of the excellent 
safety and efficiency records of the lines, but little 


profit betterment can be expected. 


PAPER — Some appreciation of the post-war growth 
of the paper industry can be gathered from the fact 
that in 1958 newsprint capacity at 8 million tons, 
will be equal to twice the total domestic consumption 
in 1946. Before the year is over it will double the 
industry’s capacity figure for that year as well. With 
additional newsprint machinery already scheduled 
to come on stream in early 1959, total capacity will 
amount to 10 million tons, nearly 40‘ more than 
was used in the U.S. and Canada in 1955. 

Such enormous growth is not without its prob- 
lems however. As is characteristic of uncontrolled 
industry, each company proceeds with its expansion 
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in terms of its own view of the future, and in time 

the combined efforts of all producers leads to a great 

excess of production. Such is the case today, and it 
‘ill remain so all through 1958. 

Fortunately, however, the paper industry is 
stronger today than ever before—its product lines 
are much wider; research programs are constantly 

nding new uses for paper and its by-products; and 
nancial strength characterizes most major com- 
vanies. Under these circumstances the period ahead 
eed be considered little more than one of consolida- 
ion while the normal growth of paper consumption 
atches up to supply. In the meantime many pro- 
ucers are cutting back their expansion goals and 
onserving resources for the competitive struggle 
head. 

Profits will undoubtedly give ground further in 
958 as Cost rigidities eat into smaller sales dollars. 
Nevertheless the rash of consolidations within the 
rroup in the past few years has strengthened the 
ndustry’s basic structure so that most units should 
iave little trouble weathering the storm. 


PETROLEUM — Like the paper industry, petroleum 
yroducers are presently confronted with more capac- 
ty than an already glutted market can absorb. The 
urrent pattern has been a long time in the making, 
vut the windfall of demand during the Suez crisis a 
rear ago produced a temporary stimulant. No 
similar one appears in the offing at the moment. 

As a result, the government asked oil importers 
o voluntarily reduce their imports, first on the east 
‘oast, and then on the west coast. Yet despite gen- 
2ral compliance, the weakness in the price structure 
f petroleum products has continued and now 
threatens to spread to crude oil. 

Several factors have contributed to the weakened 
price structure within the industry. First, is the 
failure of domestic demand to match expectations, 
despite its continued year to year growth. This 
factor alone would pose few problems, but when 
coupled with the sharp drop in exports since Suez 
the added capacity brought into production as a 
result of the crisis — and the failure of voluntary im- 
port restrictions to completely offset the upsurge in 
imports, the situation assumed troublesome pro- 
portions. 

The large, integrated organizations, able to absorb 
the drop in rfinery prices more readily, are feeling 
the least impact of the supply-demand imbalance, 
but the independents who must purchase their crude 
from others are being caught in a tight profits 
squeeze. 

The effect has been some reduction in refinery 
runs as the independents become more reluctant to 
purchase crude at current prices. Despite this fact, 
authorities in the oil producing states have main- 
tained a restraining hand on crude producers in 
order to keep prices up, but unless a sharp turn- 
around in demand is forthcoming soon. prices will 
give ground further. 

The industry’s inability to hold the crude price 
line will be unwelcome news to the giant explora- 
tion and development companies. Year by year the 
cost of drilling has risen steadily until now the 
spread between costs and the price of crude is the 
narrowest in history. Nevertheless, with growth in 
world-wide demand for petroleum products virtu- 
ally assured, there will probably be little cutback in 
the quest for new reserves, in the more prolific areas 
1958 
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of the world. In the U.S. and Canada, however, 1958 
may witness considerably less drilling activity than 
heretofore. 


MERCHANDISING — In 1957 department stores began 
to master the techniques of competing with the dis- 
count house—by a policy of “outdiscounting” the 
mavericks while maintaining at least some of the 
services they traditionally offer. On the other hand 
the discount houses have taken on more of a depart- 
ment store air so that in time the differences be- 
tween the competing organizations should pale. 

Total retail sales probably climbed to new records 
in 1957, although the rate of growth slowed consid- 
erably towards year end. Nevertheless, the better 
managed department stores, such as Federated, 
Macy’s, Gimbel’s and May Department Stores real- 
ized gains, and should continue to fare well in 1958. 
Consumer spending will contract a bit in the year 
ahead but the share of the consumer dollar spent on 
soft goods injects a note of stability, even though 
hard goods sales may continue downward. 

Supermarkets rounded out a good year in 1957 
and enter 1958 with their positions better entrenched 
than ever. New experiments, such as Grand Union’s 
decision to market consumer durables still remain 
to be tested but success or failure will be a source 
of greater concern to the department stores than to 
the chain store operators. 

Faced with some spending cutbacks, department 
stores are cutting down some of their expansion 
plans, but so far there seems no abatement in the 
widening operations of the supermarkets. 1958 
should be a stable year for both groups. 


NON-FERROUS METALS — Continued over-capacity 
spells out the crux of the story for the non-ferrous 
metals producers in 1957, and 1958 will witness more 
of the same. Copper, the first to feel the weakening 
in raw materials prices has been joined by lead, 
zinc, nickel, and _ belatedly, aluminum. 

As we move into 1958, however, producers are 
taking steps to lessen some of their difficulties. Alu- 
minum producers have been pushing hard for new 
markets, and copper companies have ordered reduc- 
tions in output. Both expedients however are stop- 
gap in nature and will have little effect on near- 
term earnings. 

The copper industry, through cutbacks, has 
stemmed the downward movement of prices, but al- 
though costs will be lower as a result, the principal 
effect will be a more stable market in which to do 
business, rather than any significant earnings bet- 
terment. 

The major companies, Kennecott, Anaconda and 
Phelp-Dodge have introduced some™stability Into 
overall_operations through diversification, but the 
smaller and higher cost producers séem certain to 
suffer further earnings shrinkage in 1958. 

Compounding the industry’s difficulties is the 
cessation of government stockpiling and the constant 
threat posed by the enormous government supplies 
overhanging the market. Aluminum producers are 
less vulnerable in this respect, but unless consump- 
tion picks up sharply soon, further price cuts are 
_in prospect. outta 
OFFICE EQUIPMENT — In late 1957 the office equip- 
ment producers witnessed the first hesitation in the 
steady sales increases (Please turn to page 548) 
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FIRST HAND REPORT ON 
MISSILE AND AIRCRAFT EXPENDITURES 


By ALLEN M. SMYTHE 


% Last week, two days before delivering his annual 
state of the union message to Congress, President 
Eisenhower sounded the clarion call for a stepped 
up ballistic missile program, by requesting that an 
additional $1.2 billion be appropriated in the cur- 
rent fiscal year for defense purposes. 

In his request, and later elaborated on in the state 
of the union message, the president outlined the 
direction our future defense expenditures are going 
to take and what some of the difficulties are that we 
can expect to encounter. 

For investors it points up clearly that missile and 
aircraft producers will garner a fair share of these 
new funds, but substantial amounts will also be 
funneled into the electronics, communication and 
submarine building fields. 

Over 50% of the newly requested funds will be 
used to expand existing missile research, develop- 
ment and production programs, while the balance 
will be utilized in strengthening our present defense 
warnings systems. The DEW line, (the “distant 
early warning line’) stretching across Canada’s 
arctic reaches will be updated with new radar equip- 
ment capable of detecting missiles and aircraft 3,000 
miles away; and SAGE, an elaborate defense system 
designed to track enemy aircraft and lead inter- 
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ceptors directly to their prey, will be modified to 
conform to minimum requirements of the missile 
age. 

For the aircraft industry, the new program will 
be a much needed shot in the arm, even if actual 
profit potential is still several years away. 

The apparent decision by the president to lay 
heavier than expected stress on submarines as mis- 
sile launching platforms will redound to the imme- 
diate advantages of Lockheed, the principal contractor 
for the Navy’s Polaris intercontinental ballistics 
missile. The Polaris is already in an advanced state 
of development, increasing the likelihood that a 
stepped up program to perfect it will bear fruit and 
result in a production contract for Lockheed. Gen- 
eral Dynamics, a major aircraft contractor, but 
also the nation’s principal submarine builder will 
also reap substantial rewards from this stepped up 
program. 

Added to the production directives already issued 
on the Thor to Douglas Aircraft, and on the Atlas, 
a product of General Dynamic’s Convair Division, 
this totes up to a tidy sum already starting to pour 
into the aircraft and missile industry. 

Despite this promising picture however, the major 
aircraft producers are breathing a sigh of relief 
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over Pentagon decisions to retain aircraft as the 
first line of defense for some time to come. Since 
Christmas, over one half billion dollars in aircraft 
contracts have been issued by both the Navy and 
the Air Force, indicating that there is no dispute 
between the two services on this basic strategic 
point. Thus, in spite of the large increase planned 
for ballistic missiles, military expenditures for air- 
craft will be more than double that for all types 
of guided missiles. 


The Scope of New Aircraft Procurement 


Much of the information about performances and 
quantity of these new weapons is classified, but 
enough is available to indicate something of the 
volume of business that can be expected for a num- 
ber of aircraft contractors. 

The largest amount recently announced is $200 
million by the Navy to the Chance Vought Co., 
Dallas, Texas, for the purchase of a new aircraft 
carrier fighter, the F8U-2. The F8U-2 is the big 
brotrer of the F8U-1 Crusador, the world’s fastest 
carrier plane, which 


fueled heavy bomber which wil] eventually replace 
the B-52. 

This new Air Force weapon, which is referred 
to as WS119, a chemical bomber, will fly in excess 
of Mach 3, i.e., three times the speed of sound. Be- 
cause aluminum becomes soft at this speed and the 
resulting air friction, the airframe must be made 
of an alloy steel or some new rare metal. Some form 
of newly developed ceramic coating may be used. 

Award of a contract to North American ended 
a competition that firm has been engaged in with 
the Boeing Airplane Co. Both have been working 
for two and a half years on designs for the bomber. 

The Air Force was pleased with the results of 
North American research on new metals and alloys 
for supersonic aircraft. Several months ago the 
firm was given a development contract for a new 
long range fighter, the F-108. This also is a Mach 3 
weapon with a celing of around 75,000 feet. 

These two supersonic airplane contracts mean 
much profitable business for North American two 
to four years hence. Last summer the picture was 
not very bright after the cancelation of the Navaho 

intercontinental mis- 
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formance than the 

F8U-1 which won the Thompson Trophy with a 
speed of 1,015 miles-per-hour in 1956 and set the 
first supersonic trans-continental record last July by 
streaking from Los Angeles to New York in 202 
minutes.” 

It will be armed by the Sidewinder, the new Navy 
developed air-to-air guided missile, now being made 
by Philco Corp. 

The Navy also announced the award to Grumman 
Aircraft Corp. for the winning design of a carrier 
based attack bomber. Few details have been given 
out but development contracts follow such awards 
and Grumman should be assured of considerable 
business for the next few years because of it. 

Grumann is now in production on the Navy fighter 
F11F, a supersonic weapon that is also carr’er 
based. This is powered by the General Electric J-79, 
a new lightweight turbojet engine. Delay in the 
production of these engines was the cause of the low 
activity in the Grumman factories for the past year 
and a half. 


The Revolutionary ‘“Chemical’’ Bomber 
The Air Force d'sclosed that it had awarded a 
development contract to North American Aviation 
for the airframe of a 2,000 mile-an-hour chemical 


JANUARY 18, 1958 


use on the B-52 heavy 
bomber. It will extend their range of action and keep 
them out of the range of enemy anti-aircraft fire. 
his new missile, if successful, will probably be 
also used on the WS110, thus making North Ameri- 
an the first company to build both the aircraft and 
its armament. As its speed would preclude the use 
of conventional bombs, the term “bomber” for this 
weapon could be supplanted by a new designation, 
missi‘e launcher. 

The power plant for the chemical bomber is under 
development by the jet engine division of General 
Electric in Cincinnati, Ohio. This engine is to be 
made of rare metals such as titanium and zirconium 
that will withstand the high temperatures generated 
by high energy fuels. 

Some of these “exotic” or “zip” fuels have a base 
of boron or lithium. Others use “free radicals”, i.e., 
molecules of hydrogen and other gases suspended 
in the fuel. A number of chemical companies have 
research contracts for these high energy fue's but 
the amount of money involved is not substantial. 


How We Stand in the Atomic Aircraft Race 

While no detailed information on contracts have 
been released on the atomic aircraft project, it is 
known that the Pentagon (Please turn to page 550) 
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INDUSTRIAL land and building sales are expected to 
continue at a high volume in 1958. More than 100 
transactions in the $1 million or more class were 
listed in 1957. In addition to the spectaculars there 
were hundreds of deals which neared the seven-digit 
mark. The interstate highway development program 





WASHINGTON SEES: 


The European Common Market became a fact 
of record this month but it will be at least one year 
before the United States’ export-import trade 
will pick up traces that may forecast its success 
or collapse. The economic unit created by France, 
Germany, Italy and the Benelux Nations con- 
templates tariff-free movement among subscriber 
nations, and uninterrupted passage of materials 
and manpower. It is predicated upon the thought 
that the participating countries will find so exact 
a balance between import and export among 
themselves that customs duty protection won't be 
needed, local business will come out even, and 
job dislocation won’t be a serious problem. If 
they're right, they have launched an economic 
world power rivalling Russia or the United States. 

The idea expressed in the Common Market had 
a_trial run in the Coal-Steel Community which 
unites most of the same countries. No serious 
problem has been encountered there. But to find 
the two notions matching is to overlook the fact 
that they have been complementary, not com- 
petitive, up to now. The Common Market idea 
accepts the fact that many long-time, sheltered 
businesses will be driven out of the marts of trade 
in the interests of the “general welfare.” 

Tariff barriers will be lowered out of sight 
gradually. None will disappear until one year 
from now. Following that will be 11 more years 
of “adjustment” and outside retaliatory steps. 














By “VERITAS” 


will turn vast acreage into locations for industrial 
purposes. Optioners already are active along pros- 
pective rights-of-way, closing deals. Said President 
Harold B. Hess of the Society of Industrial Realtors: 
“The tempo of transactions indicates industry’s con- 
tinuing pressure for new sites and plants.’ 

TAX REDUCTION involving $2 billion annually is in- 
volved in the progress of the railroad brotherhoods 
to amend the Revenue Act in a manner which would 
permit deduction of railroad retirement and social 
security taxes from Federally taxed income. AFL- 
CIO joined the rail unions when an original proposal, 
involving only the latter, was extended to include 
social security tax payments. Legislation has been 
introduced (H.R. 5551) and sponsors are reminding 
Congressmen that 60 million beneficiaries have an 
interest. The lawmakers are asked to ignore the fact 
that each payment goes into a separate account for 
the benefit of the payer. 

RENEGOTIATION of defense contracts takes on added 
importance as a new drive to catch up with Russia’s 
supposed strength gets under way. The first step 
will be toward Congressional declaration of basic 
policies. The House Armed Services Committee will 
take the initiative. Concern is expressed that post- 
audit in its present state of uncertainty might be a 
brake on a sound defense program. But a greater 
difficulty presents itself in the four-year backlog of 
cases on the Renegotiation Board calendar. While 
this condition exists, neither government nor the 
affected units of industry can plan ahead efficiently. 
RELIEF from labor union overreaching continues to 
come from non-Congressional sources. Several state 
legislatures will begin consideration of right-to-work 
bills this month. If past actions are an indicator, at 
least some of them will declare against compulsory 
union membership. And the National Labor Rela- 
tions Board ruled that common carrier hot cargo 
contracts are illegal. ICC also struck down labor-man- 
agement agreements requiring employers not to deal 
with businesses the Teamsters Union labels “unfair.” 
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» The issues which dominate Washington 
discussions as the new Congress gets under way are those 
left behind when adjournment came several months ago. 








The change is in degree: there is more intensity, more 
urgency today. There is less partisan talk, less reaching 








democrats: 


dictates. 


for advantage. 
keynoted the basic theme when he told his fellow 
"Save the Nation first, or you'll have no 
political party to save." 
democrats intend to be responsive to all White House 
Quite to the contrary, feeling runs through 
the ranks of the demmies that saving the country equates 
with defeating some proposals, "improving" others that 


Senator Lyndon Johnson, majority leader, 


This does not mean that the 














» The principal concerns of Congress it is 


will come from the Chief Executive. 





lear 


to da 














are taxes, defense, foreign trade treaties, and wha 


That is not, necessarily 





about organized labor's sins. 


the order although it might well be. Early 
iecision is expected on the necessity 

"or continuing all existing levies-- 
individual, corporation, and excise. With 
the certainty of a budget larger than last 
year's, additional revenues will be 
veeded. The balance of $1.5 billion which 
President Eisenhower forecast in this 
Fiscal Year's operations won't come out. 
Spending will exceed the budget, not 
remain comfortably within it. Add to this 
ibout $2 billion to meet the challenge of 
1ew weaponry and the answer comes out, 
2lainly more revenue. 























p Determination is voiced on all 
sides to keep the budget from rising above 
inescapable demands. Some of the more 
optimistic profess to see a chance that 
there can be shifting of funds, 
postponements of works, economies, and 
financing gimmicks, the net of which would 
be a budget about as large as Ike proposed 
for this year. There would be better 
grounds for such hopes if this search 
were not already an annual endeavor. 
Actually there's nothing new in the 
principle, as debates on this year's 
appropriations bills, and those which 
preceded it, readily show. No Senator is 
likely to invite the blast that would come 
if his state takes leadership in cutting 
down public works, for example; there is 
even less likelihood that a House member, 
closer to his constituency, would dare 
to vote himself out of Congress. 














The late Jere Cooper, chairman 
of the Ways & Means Committee had prepared 
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the blueprint of a tax revision which is 
beginning to unfold. The last serious 
attempt to “work over" the Revenue Act was 
made in 1954. Indications are that most 
of the inequities were preserved and a few 
more added. Mr. Cooper's successor, Rep. 
Wilbur D. Mills is not considered as expert 
in federal tax matters as the man whose 
Shoes he will fill, but he is a 
"specialist": he has devoted his energies 








Act to spot inequities and dodges. Mills 
plans to come up with a report and suggested 
legislation, pointing the way to new 
revenues running into hundreds of millions. 
But Mills doesn't visualize billions of 
new Treasury income, and billions will be 
needed. Also, some of the Mills 
propositions are foreordained to defeat: 
reduction of depletion allowances on 
natural resources, for example. 














» Defense ties directly into the 
related problems of tax, foreign trade 
treaties, and even the misadventures of 
organized labor. President Eisenhower has 
written the ticket for defense in terms 
of $1-$2 billions now, and that's only the 


down payment! 





This amount, added to what 
will be spent in the current Fiscal Year 
for preliminary work on planes, rockets 
and missiles, starts the program. The 
bills will come along as the finished 
products are delivered. That forecasts 
even higher defense budgets in the years 
after 1958. In round figures, national 
security will account for about $40 
billions in the fiscal year ending June 
30, i959; the highest spent in any year 
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was in 1945 when the cost exceeded $45 
billions--understandable in a climatic 
war year. Ike would settle for about $40 
billions, and he'll be given that much, 
or more. 








» The Administration is making a 
valiant effort to tie the foreign trade 
treaty program into the worldwide 
democratic effort for peace by mutual 
agreement or, if necessary, by the 
deterrence of a Show of strength. There 
can be no disputing the validity of the 
supporting argument that friendly foreign 
countries must market in the United States 
if their domestic economy is to grow to 
the point where the blandishments of 
communism lose their attraction. Stopped 
at our shores by a high tariff, they must 
seek trade treaties elsewhere, and such 
agreements lead to broader relations. But 
this doesn't detract a whit from the 
provable fact that domestic industry is 
suffering from the trade program. Not 
across-the-board, but dangerously 
nevertheless. 



































p» Ihe Ways & Means Committee of the 
House and the Finance Committee of the 
Senate will receive President Eisenhower's 





stitute for the three-year extension now 
operative, was inserted as one of the bar- 
gaining points to save the framework of 
the legislation. 


» Ihe misbehavior of segments of 
organized labor will be frowned upon by the 
new Congress. Little more than a register 
of disapproval now seems in sight. Labor 
has taken some steps to clean its own house: 
the costly expulsion by AFL-CIO of the 
Teamsters Union, and some smaller entities 
was a dramatic gesture of limited effect. 
The teamsters have lost none of their power 
to create mischief and James Hoffa still 
is president of the union. Until the 
McClellan Committee details its recommen- 
dations, Congress will have nothing tan- 
gible to work with. The Administration 
program as expounded by Labor Secretary 
James P. Mitchell is to applaud organized 
labor for its house-cleaning moves, accept 
the unions’ proposition for disclosure 
of welfare and trust fund financial trans- 
actions. Nothing about dues mishandling 
or respect for antitrust principles! 
































> The Labor Department plans a big 
push this year for broadening of the Fed- 
eral wage-hour law. The strategy will be 








proposal for a five-year extension (the 
llth) of the Hull Act as the trade treaty 
program is called. The career Congresmen 
come principally from the southern states, 
and seniority places them high on these com- 
mittees which juniors never make. The 
south has undergone change toward indus- 
trialization in the 24 years since Senator 

















Cordell Hull drafted his "free trade" 
bill. A nose count today would show the 
extension is opposed by a majority of mem- 
bers of the committees in charge. 








» They mizht accept a three-year 
extension instead of the five-year plan 
Ike is putting forth: they probably won't 
indorse an extender that does not have a 
Stronger “peril point" control. It is the 
duty of the President to applv a protective 
tariff when imports of any commodity 
threaten a domestic industry. Ike has been 
Slow, reluctant, to use this. Congress 
may take from him the "peril point" discre- 
tion, administer this provision on Capitol 
Hill. There appears to be no prospect that 
Congress will adopt the White House propo- 
sition exactly as submitted. In fact it's 
suspected that the five-year term as a sub- 
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the same as was used last year: broaden the 
base by bringing in retail employees, ser- 
vice trades and some other groups, in the 
larger areas of employment, let the hourly 
rate wait for another dav. The Administra- 
tion has proposed a bill which would add 
about 2 million workers to the protection 
of maximum hours (40 hours a week with prem- 
ium pay beginning at that point); AFL-CIO 
sponsors a measure which would bring in 
about 9 million more. 


» Ihe pressure for covering only 
the larver operations is a "nose under the 
tent approach." Professedly, it would af- 
fect only multi-unit retail outlets and/or 
those grossing more than a stated amount 
annually (the amount is in dispute.) Ob- 
viously, if any segment of retailing is 
brought under the Act, their adherence to 
the provisions will require the smaller 
units to adopt them, or give up their per- 
sonnel. AFL-CIO at first fought the idea 
of broadening the base without boosting 
the hourly rate of base pay. Now they seem 
to have caught on, and are pressing for the 
bill as it stands, subject to some addi- 


tions but ignoring pay for the present. 








THE MAGAZINE OF WALL STREET 


1S O 


con 
pos: 
her 
its 

reg. 
rec 
thri 
of 

The 
in 

wol 
aw: 
resi 
ces: 
the 
tar 
ing 


Fal 
mai 
tha 
in 

con 


JA 


a 


7 





1958... 


Economic and Political Trends in Individual Countries 


AROUND THE WORLD 


By A. W. ZANZI 


@ The current mood in European financial circles 
is one between apprehension and cautious optimism. 

The whole situation is under the shadow of the 
concern in England and on the Continent about the 
possible repercussions on world trade of the widely 
heralded down-turn in the U.S. economy in 1958 and 
its financial repercussions. Europe’s capitals now 
regard the possible spread of the U.S. and Canadian 
recession to the rest of the Free World as the major 
threat to their economies. Already there are signs 
of the depressing impact of America’s slowdown. 
The decline in British exports has been interpreted 
in London as representing the first “ripples of a 
world recession.” This concern is heightened by the 
awareness that Europe’s slender gold and dollar 
reserves could not possibly weather a serious re- 
cession originating in the United States. Moreover, 
the prospect that the next Congress will raise U.S. 
tariffs offers Europe’s leaders little hope of improv- 
ing their gold and dollar holdings. 

Economic retrenchment and political unrest in the 
Far East afford litle cause for confidence in the 
maintenance of political and economic stability in 
that area. Nor do the austerity measures adopted 
in India, Japan and the Philippines ease Europe’s 
concern as to the future of its markets in those 
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countries. If anything, recent developments in Asia 
suggest the very real possibility of a resurgence or 
intensification of import and exchange restrictions, 
bilateral trade agreements and other discriminatory 
practices leading to a fierce and possibly debilitat- 
ing competition for markets. 

In 1958 many nations will embark on a major 
reappraisal of their trade policies, with the accent 
on greater national specialization and protectionist 
policies. 

In the United States specifically, the course of 
international trade will be dictated largely by Con- 
gressional] action on the vroposed extension of the 
Trade Agreements Act (which provides for U. S. 
participation in the General Agreement on Tariffs 
and Trade) and on a fundamental revision of U. S 
tariffs. 


United Kingdom Faces Further 
Pressure on Sterling 


Despite notable economic gains, the British econ- 
omy sill contains the seed of further setbacks. A 
fresh wave of pressure on sterling reserves could 
easily materialize in the coming year as a result of 
a decline in the United Kingdom’s exports and the 
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large deficits which the Commonwealth nations will 
continue to incur. 

The Economist of London points up one of Brit- 
ain’s most pressing problems with the observation 
that “The margin for exvansion in the U. K. export 
trade seems to have nearly disappeared; in the first 
11 months of 1957, exports were only 41, per cent 
more in value than in the same months of 1956; 
most of this increase must be represented by higher 
prices, leaving perhaps a bare 1 per cent rise in 
volume of exports.” 

This is indeed an unfortunate record in view of 
London’s need to widen the present slender margin 
between gold and dollar holdings and the “peril 
point.” It also is signally inadequate in the light of 
the fact that the United Kingdom’s average annual 
payments surplus of $490 million since 1952 has 
not been big enough to cover long-term investment, 
to repay short-term debts and to build up reserves. 
Thus, exports must rise more than 1% if England’s 
overseas investments are to be sustained and her 
obligations paid, not to mention the need for en- 
larging the margin of safety in Britain’s reserve 
position. The Economist’s observation that “The 
margin for expansion in the U. K. export trade 
seems to have nearly disappeared” suggests that 
London entertains little hope for improving Great 
Britain’s external reserves in 1958. As a result it is 
likely that the pound will continue to be extremely 
sensitive to pressures arising from a further im- 
pairment of England’s export potential—such as 
higher U. S. tariffs or import restrictions elsewhere 
—and to a softening in world demand for manufac- 
tured goods. 

Moreover, the recent recovery in Britain’s ex- 
change reserves was not as large as the occasion de- 
mands. The improvement was due to some closing 
of “short” positions against sterling, mainly in the 
form of leads and lags in commercial payments. A 
further reduction in short positions is expected, 
which together with the normal seasonal demand for 
sterling should help strengthen the pound. Never- 
theless, it is expected that a good number of specu- 
lators will hold out to await further developments. 
As the London Times put it: “It will take much 
longer than a few months to restore the confidence 
of foreign traders in sterling.” 


France Makes Gestures Toward Reform 


Paris as yet has shown only half-hearted signs 
ef enacting the fiscal reforms that are needed if 
stabilization of French prices and the balancing of 
her foreign accounts are to beome more than an 
ephemeral possibility. Prompt and effective action 
must be taken if a major crisis is to be avoided. But 
the strong measures which are required to put 
France’s financial house in order have not yet been 
enacted. Instead, Premier Gaillard has drawn up 
some watered-down economy measures which ap- 
pear to be designed mainly to create the minimum 
semblance of reform needed to obtain loans from 
abroad. Furthermore, the Government has given 
its approval to a long list of price increases which 
are bound to stimulate and strengthen labor’s de- 
mands for nigher wages. 

The International Monetary Fund’s managing 
director, Per Jacobsson, has admitted that “signs 
of improvement” in the strength of the france and 
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in France’s finances consist mostly of “changes in 
sentiment, in the climate of opinion, rather than 
much concrete development.” This somewhat reluc- 
tant admission is underscored by the fact that what 
Premier Gaillard calls the “most rigorous budget” 
since 1945 proposes a deficit of 600 billion francs. 
At the official rate of exchange this is equivalent to 
a deficit of $1.5 billion. While the new budget has 
the rather dubious merit of proposing the smallest 
deficit since 1952, it is nevertheless glaring evidence 
that France continues to live beyond her means, and 
that the new Government does not dare advance 
harsher measures because the country is still not 
imbued with that sense of urgency which inspires 
an acceptance of at least temporary sacrifices. 

Forthcoming international loans of about $450 
million will undoubtedly stave off a major payments 
crisis. Finance Minister Pierre Pflimlin has met 
the stipulation by the International Monetary Fund 
and the European Payments Union that the French 
deficit should not exceed 600 billion francs. While 
this hardly meets I.M.F. standards of credit worthi- 
ness, the Fund is responsive to Washington’s inter- 
est in securing a loan for France. The United States 
could hardly hope to conduct amicable negotiations 
for missile bases with a France that is aroused by 
failure to obtain an I.M.F. credit. 

Moreover, while international loans will postpone 
the necessity for wholesale devaluation of the franc, 
they will not eliminate the need for achieving a 
balance in France’s trade account. But the effect of 
further inflation on French export prices is more 
likely to produce a cut in export trade and may even 
make it impossible to maintain that balance. 

The deficit will impart downward pressure on the 
franc, increasing the cost of France’s raw materials, 
which accounts for 40% of France’s total imports, 
and must create further inflation. 

There are no signs as yet of serious unemploy- 
ment in France. A modest decline in employment is 
anticipated as a result of an expected curtailment of 
activity in the construction, automobile, textile and 
clothing industries. But the manpower needs for a 
large standing army in Algeria and possibly in the 
Cameroons, in the light of new communist inspired 
uprisings there, obviates any likelihood of wide- 
spread unemployment. 

Should unemployment ever assume real dimen- 
sions, it would further complicate her troubles. Thus 
France continues to be the most critical trouble 
spot in Western Europe. 


Germany As A Source of Stability 


For the answer to the question of where the 
strength really lies in Western Europe many of 
Europe’s leaders are turning hopefully to West 
Germany and the increasing signs that the unfavor- 
abe balance of payments between Germany and the 
other western countries is easing. As yet the evi- 
dence is too slim to warrant any conclusions of a 
long-term character. It is limited to the fact that 
the German Federal Bank’s gold and currency hold- 
ings declined by $70 million in November while at 
the same time Bonn incurred a deficit of $25.8 mil- 
lion with the European Payments Union, the first 
in five years. Coupled with German industry reports 
of a decline in export orders, these developments 
are viewed somewhat optimistically as the beginning 
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of a trend toward at least an abatement of the 
German drain on Europe’s gold and hard currency 
reserves. 

However real this prospect may be, its effects will 
not be felt for some time. It will not impinge 
directly or immediately on the short-term situation. 
And it is unlikely to becloud the fact that the 
German payments surplus in 1957 will be only 
slightly smaller than in 1956. Furthermore, as the 
German Federal Bank suggests, the decline in 
German gold and currency holdings is most likely 
of a transitory nature. It is merely the reaction to 
the speculative influx of last summer and has little 
to do with genuine foreign trade transactions. The 
decline also is due to the fact that German importers 
are beginning to meet their obligations after delay- 
ing payment as long as possible in the hope of gain- 
ing from an upward revaluation of the Deutsche- 
mark. 

Undue importance also is attached to the rapid 
repayment of Germany’s foreign debts as a means 
of reducing her balance of payments surplus. A 
special study of Germany’s external indebtedness 
recently published by the Deutsche Bundesbank in- 
dicates that the accelerated repayment of a large 
portion of these debts would be either impractical 
or would have little effect in reducing present Euro- 
pean balance of payments difficulties. Several pub- 
lic and private prewar obligations, amounting to 
almost 800 million Deutschemarks, fall into this 
category. Germany’s postwar debts to the United 
States, totaling almost 4.7 billion, also do not lend 
themselves to a manipulation which would help ease 
the present intra-European payments difficulties. 
Neither would the accelerated repayment of certain 
special U. S. claims, amounting to 350 milion DM. 

Thus, the Deutsche Bundesbank estimates that, of 
the total prewar and postwar debts of about 9 bil- 
lion Deutschemarks, 5.8 billion have to be excluded 
as unsuitable for the type of operation that has been 
suggested as offering the opportunity to relax the 
pressure on European currencies. Moreover, 930 
million of the remaining 3.2 billion Deutschemarks 
consist of foreign holdings of German dollar bonds. 
Inasmuch as these are now held almost entirely in 
the Uniten States and Switzerland, the repatriation 
of these bonds would not ease the balance of pay- 
ments problem in Europe. 

This also is true of the Swiss claims against Ger- 
many which, in addition to the above dollar bonds, 
exceed one billion Deutschemarks. The reason for 
this is that Switzerand insists that the repayment 
of her outstanding claims must take place outside 
the regular channels of the European Payments 
Union. As a result of these factors, the total amount 
which could be used effectively to ease the strain on 
Europe’s money is whittled down to about 1.3 billion 
Deutschemarks. Of this, little less than half con- 
sists of postwar debts owed to Britain and France. 
The remainder consists of German external bonds 
now held in various European Payments Union 
countries. 

Another difficulty that would arise from the ac- 
celerated repayment of all or part of the residual 
debt of 1.4 billion stems from the fact that Germany 
woud have to extend her offer of repayment of 
prewar loans to those which were issued in hard 
currency. This means that Bonn would have to repay 
an amount several times the size of that which 
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would benefit members of the Payments Union. 
Bonn feels that this would be a high price to pay 
for the modest results that it would yield. 

Some hope for relief is seen in the growth of 
foreign investments in West Germany. Due to the 
expansion programs of non-German oil corpora- 
tions, the flow of foreign capital to West Germany 
in 1957 was twice as large as the 1956 volume. 
Further increases are anticipated as a consequence 
of certain tax incentives which Germany proposes 
to adopt. These include complete elimination of taxes 
on capital gains and on distributed corporate profits. 
German investors are thus likely to derive substan- 
tial benefits. But at the same time these policies will 
further discourage the outflow of German invest- 
ment capital which had been counted on to ease the 
strain on European currencies arising from the 
relative shortage of Deutschemarks. 


indonesia on the Brink of Disaster 


Indonesia’s economy is likely to shatter into my- 
riad island fragments within the next few months. 
Complete economic collapse is the probable result 
of the Indonesian seizure of Dutch banks, hotels, 
factories, estates and other business. The campaign 
of anti-Dutch strikes, boycotts and depertation has 
developed into a movement by Indonesian workers, 
in many cases led and inspired by Communists, to 
seize foreign properties. The Government in Jakarta 
at least tacitly condoned these activities at first and 
then moved to place Dutch assets under Govern- 
ment control under the pretext of forestalling their 
seizure by irresponsible elements. 

Jakarta’s action in seizing Dutch plantations was 
preceded by a similar move by the Administrator of 
Northeast Sumatra. At the same time the Council 
of Central Sumatra released a statement announcing 
that all Dutch estates and other pronerties would be 
placed under Indonesian supervision. Like Jakarta, 
the Central Sumatra administration justified the 
move by claiming that it was dictated by a desire 
to circumvent actions by Communists and other 
leftists against Dutch enterprises. 

The Indonesian Government still insists in main- 
taining the fiction that it has neither confiscated nor 
nationalized Dutch properties. Officials claim that 
they have merely placed them under “supervision.” 
But the true nature of their intentions is revealed 
by Minister of Agriculture Sadjarwo’s statement 
to the correspondents of the New York Times that 
the present situation would last “until we are satis- 
fied (that) normal relations with Holland are se- 
cured.” Since the chances of a compromise between 
Jakarta and the Hague are extremely poor, this 
means that Dutch properties will not be returned 
to their owners. The more than 500 rubber, tea, 
sisal, tobacco, sugar, palm oil and other plantations. 
as well as Dutch banks and businesses will become 
the property of Indonesia. Some hope of eventual 
compensation remains. But Indonesian officials have 
not yet expressed any interest in the subject. 

American and other non-Dutch enterprises have 
not yet been affected by this outburst of blind na- 
tionalism. But the threat is there. The danger lies 
in the fact that the Communists, who constitute 
only 16% of the electorate but make up for their 
numerical inferiority through efficient and disci- 
plined organization, (Please turn to page 548) 
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THE BANK STOCKS 


Can They Meet the 





The leading New York City banks—with their large 
local branch office systems and their wide-spread 
domestic and international correspondent relation- 
ships, branches and representatives — have for the 
past years been in the vanguard of higher earnings 
achievements. In not unexpected fashion, therefore, 
net operating earnings of this group of banks last 
year bounded ahead of 1956 record levels by better 
than 10% on average, good news indeed for share- 
holders. And while this news is exciting by itself, of 
equal importance is the continuing sound basic posi- 
tion of the New York City institutions—and indeed 
of most banks around the country. 

Despite the Federal Reserve Board’s policy of 
credit restraint which has been in force during most 
of 1957, and the relatively high rate of loan activity, 
the combined deposits of the leading New York City 
banks held steady last year, with average daily net 
demand and time deposits rising 0.7% in 1957 to $25.3 
billion from $25.1 billion a year earlier. This reversed 
a slight dip in the 1955-1956 period. Furthermore, 
the average yield realized by the New York City 
banks on loans last year equalled 4.40% compared 
with 4.05% a year earlier. And as a result of the 
hike in prime rate from 4% to 414% last August, the 
average loan yield stood at 4.65% at year-end 1957. 
Total interest from loans and investments averaged 
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3.78% in 1957, leaving a very healthy margin above 
the 1.5% level which has been estimated as the break- 
even point. 

As full year 1957 figures are not yet on hand for 
more than a sprinkling of New York City banks at 
this writing, nine months 1957 figures fully illustrate 
the advance last year in their earnings and assets. 
Interest on loans easily accounted for the largest part 
of the rise in gross operating income of the New York 
City banks last year. For the nine months ended 
September 30, 1957, interest on loans of this group 
aggregated almost $511 million, more than 16% above 
the $439 million earned in the like 1956 period. Other 
items of income such as service charges, fees and 
commissions also notched distinct gains last year. 

Both assets and deposits of the New York City 
banks at the end of September last were above the 
levels at the same time in 1956. Total assets at the 
end of the third quarter 1957 stood at $33.1 billion, 
4.1% ahead of 1957, while deposits stood at $28.7 
billion or better than 2.6% above the same level a 
year earlier. Furthermore, the aggregate capital 
position of these banks was boosted in 1957 follow- 
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ing the sale of additional stock by the First National 
City Bank of New York and the Chemical Corn 
Exchange Bank. In fact it seems likely that several 
other New York City banks will come into the 
market for additional capita! as soon as conditions 
permit. 

The sharp money market pressures to which the 
New York City banks were subjected in the course 
of this past year required the liquidation of consider- 
-able security holdings, with the result that interest 
and dividends from this source fell below 1956 levels. 
The relative scarcity of money available to these 
large New York City banks was aggravated by the 
20% reserve requirements which these Central Re- 
serve City Banks (New York City and Chicago insti- 
tutions) have been bearing, compared with the 18° 
required of their Reserve City competitors. The 
elimination of this 2% differential in reserve require- 
ments would make available a large volume of addi- 
tional bank credit. Application for such reclassifica- 
tion has been made to the Federal Reserve Board, 
and affirmative action would have a favorable impact 
on earnings. 

Nor have the stockholders of our banks in New 
York City been forgotten, as is quickly seen by 
a long list of dividend increases, extras and stock 
dividends paid by these institutions during 1957. 
The past years have indeed been bountiful to owners 
of bank shares. As a result of higher net operating 
earnings of the Queen City’s banks, last year’s divi- 
dend payments equalled 59°% of net operating earn- 
ings, up from the 55% declared in 1956. That the 
top-rated investment companies have been impressed 
by these results is underscored by some of their 
sizable holdings of shares in this category. The Tri- 
Continental Corporation in its September 30, 1957 
report showed the following holdings: 13,000 shares 
Chase Manhattan Bank, 12,000 shares of the Chemi- 
cal Corn Exchange Bank, 8,400 shares of the First 
National City Bank of New York, 9,000 shares of the 
Guaranty Trust Company of New York and 10,000 
shares of the Hanover Bank. 


Boston and Philadelphia banks, too, performed 
well last year, but West Coast institutions, which 
have had to pay higher interest rates on their sav- 
ings accounts with a resultant boost in operating 
expenses, reported somewhat lower earnings last 
year than in 1956. It seems likely, however, that net 
operating earnings of these West Coast banks will 
advance again as the new year progresses, as the 
larger deposits will now be adding to earnings—and 
providing of course that the loan volume and the 
interest rate structure remain relatively stable. 

In this respect it is of importance—particularly 
applicable in analyzing the operating expenses of 
banks around the nation—that institutions outside of 
the New York, Boston and Philadelphia areas have 
a much larger proportion of their total liabilities 
in the form of savings and time deposits, which bear 
high interest rates. In the case of the Bank of 
America, the giant of our American banks, savings 
and time deposits equal more than 50° of total 
deposits. Competitive factors will make difficult any 
reductions in these rates, which account for a good- 
sized proportion of gross earnings as seen in last 
year’s statements of the West Coast banks. 

That the New York banks have an important 
advantage over interior institutions can be seen by a 
brief examination of pertinent data. In the New 
York Federal Reserve District, time deposits consti- 
tuted only 6.6° of total] deposits at year-end 1956, 
and the proportion of gross income absorbed by 
interest on time deposits totalled 5.7°:. These figures 
compare with 25.8% and 9.3 respectively in Chi- 
cago, and 25.1°° and 12.3°7 in San Francisco 


Nation’s Banking System Healthy 


The nation’s large and well-managed commercial! 
banks, it can be said at the risk of over-simplifica- 
tion, operate in a semi-insulated position from the 
economic cycle! Banks are always in a creditor 
position — interest on loans tends to rise sharply 
in periods of economic (Please turn to page 544) 

















Total Deposits Loans & D sc un's 


(Millicns) 
American Trust, San Francisco $1,539 $1,487 $ 850 $ 839 
Bank of Amer., San Francisco 9,524 8,993 5,554 5,353 
Bankers Trust, N. Y. 2,555 2,434 1,448 1,469 
Chase Manhattan, N. Y. 6,834 6,928 3,737 3,732 
Chemical Corn Ex., N. Y. 2,933 2,759 1,468 1,482 
Cleveland Trust Co. 1,366 1,389 787 734 
Continental Ulinois, Chicago 2,394 2,497 1,164 1,167 
First National City, N. Y. 6,692 6,672 3,867 3,738 
First National of Chicago 2,614 2,649 1,512 1,505 
First Penna. Bkg., Phila. 998 1,026 536 543 
Guaranty Trust, N. Y. 2,438 2,542 1,610 1,573 
Hanover Bank, N. Y. 1,576 1,654 912 911 
Irving Trust, N. Y. 1,578 1,539 £06 785 
Manufacturers Trust, N. Y. 2,966 2,845 1,255 1,200 
Melion National, Pittsburgh 1,753 1,736 1,013 $30 
National Bank of Detroit 1,803 1,854 706 722 
New York Trust 743 733 399 406 
Philadelphia National 935 957 436 463 


Security Ist Natl., L. A. 


*—Net operating or indicated earnings. 
1_Inc'udes City Bank Farmers Trust Co. 
2—Plus stock. 


Statistical Data on Leading Bank Stocks 


12/31/57 12/31/56 12/31/57 12/31/56 12/31/57 12/31/56 per Shore Earnings Per Share* Current Recent Dividend 


2,773 2,338 1,196 878 


U.S. Gov't Securities Book Value Indicated 
12/31/57 1957 1956 Dividend Bid Yield 


$ 402 $ 371 $39.75 $3.31 $3.75 $1.60 3342 4.7% 
1,874 1,770 22.77 2.81 2.89 1.80 33% 5.3 


514 422 63.71 5.64 502 3.00 62% 48 
1,151 1,073 45.70 424 3.78 #240 48 5.0 
480 462 45.11 386 387 4230 43% 52 | 
345 350 248.22 6.002 210 28 | 
714 731 += 91.8! 836 743 400 85% 46 | 
1,156 1,184 5852 5.02! 5.20! 300 59 50 | 
533 572 246.68 23.88 2056 8.00 307 26 «CS 
152 153: 39.76 225 40% 55 
525 688 68.80 5.21 470 400° 66% 60 | 
262 316 4542 416 3.78 #200 43% 45 = | 
345 398 6-26.56 2.83)02.56S—SCOi«—é*F8 54 CO 
701 697 41.89 406 359 2.000 40% 49 
375 369 109.08 879 7.70 400 114 35 | 
654 699 4860 433 408 200 46% 42 
151 171 €8.20 5.94 549 3.50 80% 43 | 
174 153 32.77 190 32% 59 | 


1,107 1,035 42.72 3.66 3.97 1.60 3934 4.0 
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FRYING PAN... 


—Where diversification hasn’t paid off 


@ Among a large number of 
corporations, diversification has 
become the watchword of prog- 
ress. Without a comprehensive 
diversification plan under way, 
the modern executive seems prone 
to hang his head in shame, as 


though to admit he were losing By EDGAR T. MEAD. JR. 


out in the eternal and inexorable 

march of economic advancement. 

it has reached a point, indeed, where scarcely a let- 
ter to the stockholders or a talk before a financial 
audience could be deemed complete without a con- 
fident reference to the company’s advanced state of 
diversification. 

Now that several years have passed by since 
diversification first became a Way of Life, it is ap- 
propriate to turn on the spotlight of inquiry and 
offer surmises as to how the foremost exponents 
have fared. All in all, the creation and mixing of 
rather bizarre bedfellows has been observed and one 
is inclined to wonder whether extensive diversifica- 
tion has helped or hindered! 

One of the primary differences in fundamental 
philosophy involves whether to diversify horizontally 
or vertically. In the latter instance, the manufac- 
turer expands and acquires additional production in 
more or less the same lines. Horizontal diversifica- 
tion on the other hand, implies the extension into 
different fields from those traditionally followed. In 
the case of vertical diversification, the plethora of 
scientific advancements, new techniques and creation 
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of new markets has drawn com- 
panies into the manufacturer of 
diverse new products, principally 
based on existing raw materials 
and by-products. A good example 
is the entrance of petroleum com- 
panies, such as Phililps, into the 
making of plastics, which are 
based largely on petroleum deriv- 
atives. Horizontal diversification 
suggests the willful and premeditated entry into new 
fields, while vertical diversification indicates the 
natural, evolutionary entry into new products based 
on available raw materials, by-products, plant and 
scientific facilities, and market outlets. 


Necessity A Factor 


The urge to explore greener fields has not been, 
however, entirely haphazard or whimsical, as some 
combinations suggest. Quite often, the desire to 
diversify stems from sheer necessity or at least from 
the recognition that positive action is necessary to 
stave off ultimate bankruptcy. Hence, we have a 
considerable list of former marginal coal com- 
panies, which in fairly well disguised form, offer 
clothing, air-conditioners and armored car service, 
to mention a few of the anomalies. 

Diversification has not been limited to the smaller 
and weaker companies, since example after example 
can be furnished of blue chip manufacturers who 
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strive for the achievement of less dependance on one 
particular market. For example, Borg-Warner has for 
a number of years held an excellent reputation in 
the production of automobile parts for the large 
manufacturers. Feeling that competition in the auto- 
mobile market left something to be desired, and 
motivated also by the fear that Detroit would eventu- 
ily integrate its parts manufacturing activities still 
urther, Borg-Warner moved into the refrigeration 
ind air-conditioning business via the York Corpora- 
ion and into oil well equipment via the Byron- 
lackson Company. Three other companies were ac- 
juired during 1956 to add to the York and Byron- 
Jackson Divisions, and two others were acquired to 
supply cranes and speed reducers for the Industrial 
Products Division. The addition to total volume of 
hese acquisitions, plus satisfactory sales from regu- 
ar Borg-Warner products, should produce a volume 
if around $620 million in 1957, compared with $599 
million in 1956, $522 million in 1955 and $380 milion 
in 1954. However, the demand for oil field equip- 
ment has been down lately, along with sales of air 
conditioning equipment and industrial machinery, 
so that results trom the old-line Borg-Warner manu- 
factured lines probably accounted for at least a share 
of the sales increase. 

The effect of price competition, higher wages, in- 
creased material costs and the expense of integrating 
the acquired companies prevented Borg-Warner’s 
earnings from rising along with dollar saies, so that 
net income per share in 1957 will probably be in the 
vicinity of $3.85 compared with $4.01 in 1956 and 


$5.17 in 1955. The price of the common stock has 
suffered from the downdrift of the general market 
during the past few months, and has probably also 
reflected less favorable conditions among the new 
customers served by Borg-Warner. 

The recent price of 28 for Borg-Warner stock is 
22 points or about 45% down from the high of 
around 50 attained in 1956. Whether the earnings 
and stock market price of Borg-Warner would have 
fared better had the company elected not to diversify 
will remain an unanswerable question, but the situ- 
ation sugzests that even the best quality company 
inadvertently finds itself with acquisitions which 
may temporarily slow up the progress of earnings. 


Diversification an Added Expense 


A subsidiary problem of buying companies is the 
work and expense of achieving integration. In the 
vertical merger, this is a rather simple task and may 
produce economies in short order. There are prob- 
ably going to be many mergers of railroads, air lines, 
banks, petroleum companies and chemical producers 
in the future, partly for the purpose of solidifying 
position, and also to generate greater operating effi- 
ciency. With the horizontal merger, it may take 
months and even vears for the parent organization 
just to take inventory of the newcomer. For example, 
the Sperry-Rand merger has apparently not yet be- 
come fully coordinated. Different sources of raw 
material, specialized manufacturing techniques, and 
different customers may add up to a loss of time and 

















1952 
Net Average 
Net Net Working Market Div 
Sales Income Capital Price of Per 
(Millions) Stock Share 
ACF Industries $173.9 $72 $52.7 37 $1.50 
Alco Products 349.9 6.4 45.7 1958 1.40 
At'as Plywood 32.5 3 9.1 16 75 
Avco Manufacturing 326.5 11.0 88.2 72 60 
Bohn Alum. & Brass 51.7 8 16.0 21 1.25! 
| Borg Warner 353.9 22.9 1120 24 1.66 
| Bridgeport Brass 126.7 4.0 19.0 19 1.70 
Consolidated Foods 195.8 9 36.0 147s 1.25 
Eversharp, Inc. 19.9 1.2 8.1 12's 1.40 
List Industries 31.5 1.0 9.6 334 
| Merritt-Chapman & Scott 45.4 1.5 87 25% 2.00 
| Penn-Texas Corp. 9.0 3 4 1234 75 
Rheem Mfg. 144.5 3.9 20.2 28'2 2.30 
Textron Inc. 98.2 47 217 1434 75 
| United Industrial Corp. 16.7 1.1 6.4 7‘ 60 
U.S. Hoffman Machinery 36.4 § 11.9 7\%4 
| U. S$. Industries ad $1.2 Tw 12.1 112 
Ward Industries Corp. 8.6 - 2 6.1 1138 
| Windsor Industries 12.8 a 3.9 10'2 25 
| ‘__Deficit. 


'—Year ended April 30, 1957. 
*—Year ended June 30, 1957. 
| %—Year ended 6/30/57, including special charge of 
| $6.3 million or $7.44 a comm. sh. 

‘—Plus stock. 

| *—Year ended Febr. 28, 1957. 

| ‘—Year ended August 31, 1956. 


Companies Modifying Their Diversification Trend 


1956 
Book Net Book 
Value Net Net Working Div Value 
Per Sales Income Capital Price Range Per Per Recent 
Share (Millions) 1956-1957 Share Share Price 
$51.42 $294.5' $9.0' $56.5' 677-375 $4.00 $85.19' 38 
26.51 170.3 3.9 446 2378-11 1.00 37.31 1 
17.90 51.6- “10.2 15.7 15'2- 3’s 15 8.44- 5 
9.46 320.5 "16.3 68.2 734- 478 7.83 S24 
35.75 51.5 9 10.6 2934-14'2 2.00 37.02 14'2 
21.64 598.7 35.8 186.4 50’s-25’s 2.30 30.95 28 
17.83 163.2 4.6 35.8 5434-2732 2.50 34.32 29 
11.72 332.3- 4.0- 46.8 1812-14 1.00 21.77- 14 
9.30 19.5" 2.0" 95 20 -12'2 1.10 12.18" 13 
5.25 63.3 6.1 20.7 12 - 67s 25 6.47 7% 
2.46 374.0 16.8 83.3 23%8-14"'2 1.00" 23.03 15" 
.88 126.0 2.2 37.4 1958- 3 35° 13.68 3 
16.25 173.9 1 96 25.5 37'8-10 1.00 23.15 10 
8.57 245.8 6.5 49.7 2934-10 1.60 16.12 W 
10.08 17.9 9 48 7*s- 5 30° 10.02 8 
4.43 90.8 1.0 8.3 22\8- 534 1.10° 401 6 
8.66 105.4 44 8 8% ~~ 1.00 15.48 8% 
9.57 20.1 1.1 10.7 22\a- 8 9334 16.20 9'2 
11.52 16" © 6" 3.0 10'4- 4 10 11.12" 4 





Predecessor Companies 


— Amer. Car & Foundry 
— American Locomotive 


A.C.F. Industries 
Alco Products 


List Industries — RKO Theatres 
Penn-Texas — Penna. Coal & Coke 
United Industrial Corp. — Hayes Mfg. Co. 
U.S. Industries — Pressed Steel Car 
Ward Industries — Martin Parry Corp. 


Windsor Industries — Consolidated Textile 
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the investment of considerable funds before a return 
can be realized on the original purchase. 

Hand in hand with the intezration effort runs the 
problem of paying interest or dividends on the bor- 
rowing which may or may not have had a part in 
the purchase. When business is good, the diversified 
company can carry the new organization. When 
business turns competitively rough, the problems are 
compounded, often to the point of bringing about a 
reversal of policy. 


A Case History 


Avco Manufacturing Company has been in the 
process of diversifying since 1945, when it supple- 
mented aircraft subcontract work( then running 
out) with the purchase of the Crosley Corporation. 
Radio manufacturing was then supplemented by the 
making of farm_machinery through the purchase of 
New Idea, Incorporated. Thereafter, in fairly regu- 
lar succession, Avco entered the making of kitchen- 
cabinets, aircraft electronics, appliances (Béndix), 
other types of farni equipment, television broad- 
casting, fertilization equipment, and air condition- 
ing.-When the kitchen appliance business turned 
sour, these lines, as well as radio and TV receivers 
were discontinued. In their place, the company 
sought out defense contracts, and, at the present 
time, it is estimated that about 60% of Avco’s pro- 
duction is for the Government. This includes aircraft 


engines, electronic equipment, research, and missite— 


nose cones. What appears to have happenéd-is-that- 
Avco timed its activities for the post-war boom in 
farm equipment and home appliances, was obliged 
to sell out or close down when business conditions 
appeared unfavorable, and subsequently reestab- 
lished itself in the defense contracting industry. 

Consequently, Avco’s record of sales has proven 
both erratic and unpredictable. From the standpoint 
of earnings, the years 1950, 1951 and 1952 were the 
best, with an average net income of around $11 mil- 
lion. Profits dwindled more recently, and a deficit 
was reported in fiscal 1956. Because unprofitable 
items were disposed of, fiscal 1957 earnings may 
climb back to several millions of dollars. 

Concurrently with lower earnings, Avco’s debt 
reached levels of over $25 million, and working cap- 
ital was reduced. Book value through the postwar 
period changed but little, indicating scant improve- 
ment in the net worth of the company. 

~Fer the time being, Avco will probably keep its 
plants running to capacity with defense ordeys, and 
wena equipment and the remaining appliance lines 
may hold their own. 

It is interesting, nevertheless, that Avco’s diversi- 
fication has in effect “run full cycle”. During World 
War II, Avco was a military contractor, and now, 
after a spree of outside diversification, Avco is again 
a military contractor as far as the major proportion 
of sales is concerned. 


Dreary Market Performance 


If stock market prices can be said to offer a col- 
lective judgment on the earnings and prospects for 
an industrial corporation, it is evident that the 
diversification company is not held in great esteem. 

Bohn Aluminum is now selling at 14, compared 
with a high of 25 early in 1957. Penn-Texas shares 
have plummeted to 3 from a high of 137%. Textron 
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is quoted around 10, or half as much as the reported 
high during the past 12 months. U. S. Hoffman sells 
at 57%, down from 1714, U. S. Industries sells at 8, 
down from 17, and Ward Industries stock has de- 
clined from 1614 to 9. Most other stocks in this gen- 
eral group are at their lows. (See statistical table 
for additional data.) 


Diagnosing of Ills 


The difficulties encountered by Avco in taking on 
new lines which subsequently became unprofitable 
are traceable in numerous other organization. For 
example, U. S. Industries succeeded in closing down its 
railroad freight car building activities and entered 
the manufacture of dairy equipment, automobile 
radiator grilis and heavy highway trailers. Under 
its former name of Pressed Steel Car Company, the 
manufacturer had decided that ra#roads were un- 
satisfactory customers. Later on, it developed that 
the companies which were purchased also proved to 
be unsatisfactory, and these were sold or closed 
down. Recent acquisitions have given U. S. Indus- 
tries some prominence in the making of pumps, 
heavy machine presses, and electronics, which are 
considered to be tough competitive fields. 

Ward Industries, formerly Martin-Parry Corpora- 
tion, sold off the New York and Cuba Mail Steamship 
Company (Ward Line) but subsequently reentered 
the shipping business and now serves the Dominican 
Republic. Ward is chiefly concerned with fabricated 
steel parts and appliances, including laundry and 
dry cleaning equipment and vacuum cleaners, and 
prospects appear no more than average. 


Merchants of Companies 


The churning around of companies, divisions, 
affiliates and subsidiaries sometimes results in satis- 
factory capital gains, but sometimes as often in 
capital losses, for the diversification company. A 
company may be sold off for a combination of cash 
and bonds, representing a cash gain to the parent 
company since common and preferred stock may 
have represented the terms of the original purchase. 
Where debt was used for purchase, a declining busi- 
ness situation may bring on a precipitous chain of 
events. The leverage against earnings created by 
interest payments, amortization, and heavy organi- 
zational expenses can act as an extremely serious 
disadvantage. Properties may then have to be sold 
at an unfavorable price. 

Bellanca Corporation has been in and out of the 
newspapers during the past few years. Just recently, 
the SEC suspended trading in the stock for a two 
week period, pending the outcome of an investiga- 
tion. Bellanca was caught badly in 1956 when loans 
were called, and the company was oblized to liquidate 
an investment in TMT Trailer and Waltham Watch 
and to sell stock in Automatic Washer Company. 
Bellanca was trapped in a squeeze, created in part by 
lack of liquidity and in part by an excess of outstand- 
ing debt, some of which was overdue. 


Economies in Theory Only 


Another problem of the diversified company is the 
acquisition of irrelevant companies which tie in only 
looosely with one another. Economies can from 
time to time be made in (Please turn to page 545) 
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«nd COMPANIES Successfully Competing 
7 
with MAJOR COMPANIES 
ons, 
tis- By DAVID BELL 
in 
_A 
ash LL our great companies were small once, and General Electric’s sales rose from $1.6 billion to 
‘ent grew by dint of imagination, managerial in- $4.1 billion. 
nay genuity and horse sense. It was only the unusual The success of Sylvania in competition with some 
Ase. set of circumstances following World War II that of the largest companies in American industry, 
usi- made it difficult for these small companies to gain while exceptional, is not unique for while the general 
of a foothold. Nevertheless, this period has produced excellence and outstanding ability of management 
by some surprisingly vigorous entities that have demon-___ was responsible for the success of this company over 
ini- strated their ability to maintain their position and the past ten years, there are numerous other in- 
ous even challenge the great companies in certain stances in American business where smaller com- 
old fields. panies have successfully competed against the giants 
In 1948 the author prepared an analysis recom-_ in their industry by means of executive ability, out- 
the mending purchase of Sylvania Electric common standing research, etc. Also, occasionally, while a 
ly, stock. The report caused much caustic comment the small company appears to be in competition with a 
wo gist of which was—“‘How do you expect Sylvania to larger concern, it is actually in competition with 
ra- compete against General Electric, Westinghouse only a small part of the larger firm’s operation. The 
ins and Eastman Kodak? The company doesn’t have a_ smaller concern actually may have more scientists 
ate chance against those giants.” There didn’t appear to engaged in research on one particular product than 
ch be any argument against these conclusions, except the larger company. These situations run the length 
1y. that the new management headed by Mr. Don and breadth of American industry. 
by Mitchell, then one of the youngest corporation presi- Foremost Dairies is however, a unique example 
id- dents, seemed capable and alert with an excellent of a small company expanding so rapidly that it 
program of rehabilitation and expansion. Over the was the subject of a Federal Trade commission com- 
vears Mr. Mitchell and his management team made plaint (partially dismissed), that its acquisitions 
that 1948 recommendation look good as in the follow- lessened competion. Sales in 1947 for this company 
ing decade the company showed greater percentage were $29 million but by acquiring other concerns for 
he increases than any of its huge competitors in sales, stock or cash, sales were built up to $120 million 
ly book value, etc. In 1948 sales were slightly under by 1956 with a further sharp increase due for 1957. 
m $100 million while in 1957 they were more than By comparison National Dairy, largest in the indus- 








triple that figure. It is true that in the same period 
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try, through expansion and acquisition showed an 
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increase in sales in the period of slightly more than 
40 per cent. 

The comparatively young industry—air condition- 
ing—grew very rapidly after World War II and there 
were many casualties among companies which could 
not stand the competitive pace. The remarkable 
growth of Carrier Corporation, industry leader how- 
ever, — sales $23 million 1946, $193 million 1957 — 
were about matched by the Trane Company which 
reported sales of $13 million in 1946 and $74 million 
1956. Now that the industry has matured, and its 
rate of growth has slowed down. Trane has estab- 
lished its place in the industry. 

Another small company which has competed suc- 
cessfully and which continues to improve its position 
is Magnavox. The growth of Radio Corp., leader in 
the electronics industry has been unusually sharp as 
sales have about doubled since 1950. This, however, 
has been more than matched by Magnavox which 
showed sales of $32 million in 1950 and sales of 
$87.5 million for the fiscal year ended last June 30. 
Improvement continues into the current fiscal year 
and Mr. Frank Freimann, president, recently stated 
that for the first half ended December 31, sales set 
a record. First quarter sales were up 13 per cent. 

The success of Magnavox in this extremely com- 
petitive industry is due mainly to its emphasis on 
quality production and its method of marketing its 
TV, radio and Hi-Fi sets. Marketing of most TV- 
radio-phonograph products is direct to 2000 retail 
dealers, each having semi-exclusive territory and 
price maintenance arrangements. 

The company also is in the forefront of the in- 
dustry in the development and promotion of hi- 
fidelity phonographs and in the 1957 fiscal year such 
sales accounted for 21 per cent of total output. The 
current rate of production is somewhat higher and 
should cushion any decline in the sale of radio and 
TV sets. The outlook is also excellent for expansion 
of the company’s production of electronic components 
for the Government. 

Some companies in entirely different industries 
occasionally compete in a particular product. Bruns- 
wick Balke—Collender Company the leading manufac- 
turer of bowling alleys and bowling supp.ies has 
furnished strong competition in pin-spotting ma- 
chines to American Machine & Foundry, the origina- 
tors of the automatic pin-spotter, (first installations 
made in 1951). In 1957 Brunswick installed approxi- 
mately 6600 machines compared with 2000 in 1956 
while A.M.F. installed about 9000. The effect on 
earnings of the pinspotter will prove to be even more 
pronounced in Brunswick, as net income for ’57 is 
estimated at around $5.50 a share compared with 
$3.08 in 1956. A.M.F. is expected to report around 
$3.75 versus an even $3.00 for 1956. It must be recog- 
nized that as most bowling alleys become equipped 
with automatic machines the rate of growth will! 
decline. 

An example of a small company competing suc- 
cessfully with a larger one even though each pro- 
duces similar products is Penick & Ford and Corn 
Products Refining Company. Both are producers of 
dextrose, starches, sugar, syrups and corn oil with 
corn as the base. Corn Products plants have a daily 
corn capacity of 200,000 bushels while those of 
Penick & Ford grind just one fourth that amount. 
Both are affected proportionately by fluctuations in 
the corn market. Growth of Corn Products, however, 
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has been more spectacular over the vears with sales f 


having more than doubled in the past ten years, 
against a 65% increase for Penick & Ford which 
started from a low level. Greater diversification and 
new products are expected to add materially to Corn 
Products sales and its industry lead. However, newer 
products are also expected to aid in increased sales 
and earnings for Penick & Ford if the company’s 
rate of growth of the past decade should be at least 
maintained in the future. 
The Lorillard “Comeback” 

Probably the best success story of 1957 was the 
comeback of the Lorillard Tobacco Company. In 1956 
with sales having declined some 30 per cent from 
the previous year, earnings down, and dividend pay- 
ments lower, the Board of Directors elected a new 
president Mr. Lewis Gruber. Under Mr. Gruber, 
sales climbed sharply and the reversal in sales trend 
probably was unprecedented in the industry as the 
company climbed from the lowest sales year in recent 
history to the best sales and earnings record since 
incorporation in 1911. 

Excellent merchandising, exploitation of the com- 
pany’s new filter tip, Kent, and a strong plug by 
Readers Digest were reasons for this sensational 
turn-around. Due credit, however, should be given 
President Gruber and Director of Research, Dr. 
Harris Parmelee, for their astuteness in developing 
the Kent filter from a declassified AEC filter sub- 
stance. Reduction of the price of the cigarette from 
the premium level to a popular-priced brand was a 
further sales stimulant. 

American Tobacco, Reynolds, Philip Morris and 
Liggett & Myers all will report higher sales and 
earnings for 1957, but none of them will have per- 
formed as sensationally as Lorillard. In fact, Loril- 
lard’s sales in the first nine months alone exceeded 
by $13 million the entire year of 1956. 


Chain Stores Grow Rapidly 


Probably as in no other industry in the post-war 
years, have individual companies in chain groceries 
grown from small operations to multi-million dollar 
concerns. In 1934 two brothers who had operated 
a small meat market in Pennsylvania decided to 
branch out with an idea they developed for a grocery 
supermarket. This was the original of the Food Fair 
Company now a concern with an annual sales rate 
of $575 million and one of the fastest growing Amer- 
ican enterprises. Also, showing phenomenal growth 
in its development of the grocery supermarket has 
been the Grand Union Company which ten years ago 
contained in its corporate set up a group of wagon 
routes selling groceries and tea door-to-door and a 
chain of small grocery stores. Under the guidance 
of Lansing Shield, president and a new Board of 
Directors, sales rose from $100 million to about $400 
million presently. Neither of these companies are 
challenging A & P’s $4.5 billion in sales but exploita- 
tion of the supermarket idea, while A & P lagged, 
enabled these firms to become giants on their own. 
Another company fast developing in chain super- 
markets is the Winn-Dixie Company. Sales of this 
southern food chain were $113 million in 1950 versus 
$513 million in the 1957 fiscal year ended June 30— 
much of this growth was generated by acquisitions. 
Another factor which should be mentioned regarding 
the sharp growth of these concerns is the fact that 
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Air Reduction 
Beckman Instruments 
Bruns.-Balke-Collender 
Cons. Electrodynamics 
Foremost Dairies 
Gerber Products 
Korvette (E. J.) Inc. 
Lorillard (P.) Co. 
Magnavox Co. 
Penick & Ford 
Polaroid 

Skelly Oil 

Sunbeam Corp. 

Texas Instruments 
Trane Co. 

Winn-Dixie Stores 


16 Successful Medium-Sized Companies 


Industry 
or Product 


Industrial Gases 
Instruments 
Bowling Pinsetters 
Instruments 

Dairy Products 
Baby Foods 

Dep’t Stores 
Tobacco 

T.V. Radio-Eletronics 
Corn Products 
Cameras 
Petroleum 

Elec. Appliances 
Instruments 
Air-Conditioning 
Grocery Chains 


Major Unit 
In the Industry 


Union Carbide 
General Electric 

Amer. Mach. & Fdry. 
Minn. Honeywell Reg. 
National Dairy Prod. 
Beech-Nut Life Savers 
Allied Stores 
American Tobacco 
Radio Corp. of Amer. 
Corn Products Refining 
Eastman Kodak 

S. O. of New Jersey 
General Electric 
Westinghouse Elec. 
Carrier Corp. 

Great Atl. & Pac. Tea 


Ist 9 Months 








i 

| 

| n.a.—Not available. 
1—1st Fiscal quarter ended Sept. 30. 
*—6 months ended Sept. 30. 

| 


1956 1957 
Net Net Net Net 1957 
Sales Per Sales Per Div Recent Price Range Div 
(Mil.) Share (Mil.) Shore Rate Price 1956-1957 Yield 
$123.7 $3.21 $140.9 $3.28 $2.50 50  65%4-36% 5.0% 
8.4! 29! 10.5! .22! ’ 24 47%-21 
37.4 2.16 85.3 3.53 80' 34 37%4-12% 2.3 
16.2 91 22.4 55 40 30 5434-21 1.3 
285.4 1.06 310.2 1.15 1.00° 14 21%-13% 7.0 
53.0° 1.912 59.82 1.922 180 44 62%2-39 4.0 
54.8% 1.26° 71.08 1.02% 10 25%- 9 
150.6 91 190.9 1.85 195 32 34 -15% 6.0 
17.0! 85! 19.2! 95' 1.50' 29 44 -28% 5.1 
n.a. 1.72 na. 2.13 1.65 30 30'4-23% 5.5 
22.4 .63 30.5 87 20 45 53%-11'2 a 
185.9 4.06 196.5 4.91 180 086s 51 804-32 3.5 
59.3 1.52 59.3 1.31 165 44 57%4-32 3.7 
29.8 45 48.1 78 26 8 =31%2-115 
55.0 1.97 60.2 1.94 90 44 562-295 2.0 
106.6 32 123.6 42 90 29 29 -18% 3.0 
'—Paid 3% in stock. *—Year ended Sept. 30. 
'—Plus stock. 
5—Plus 1/10 share Foremost Finance & Equipment Co. 

















each operates in a certain section of the country 
while A & P’s operations are nationwide. Grand 
Union operates in 12 Eastern Seaboard States and 
Canada, Food Fair in 10 Eastern and Southern 
states and Winn Dixie in 9 Southern states. This 
wise geographic concentration has aided immeasur- 
ably in the profitable operations of these chains. 


Problems of Small Auto Producers 


The most difficult industry for a smal] company 
to operate successfully is the automotive industry 
where casualties have been so heavy in the past 
50 years that only three companies are now oper- 
ating profitably. They are, of course, the industry 
leaders, General Motors, Ford and Chrysler. Inten- 
sive saturation advertising plus nationwide dealer 
representation are probably the reasons for the suc- 
cess of the Big Three against such well entrenched 
older firms as Studebaker-Packard and American 
Motors (Nash-Hudson). For a brief period after 
World War II it appeared that a new automotive 
giant was in the making in Kaiser-Frazer but this 
company passed out of the picture with disastrous 
losses. Such older line companies as Reo and Willys- 
Overland also ceased to exist as manufacturers of 
automobiles. Currently with emphasis on its Ram- 
bler, and production increasing rapidly, American 
Motors appears to be making a comeback. The fourth 
quarter 1957 operations of this company will show 
black figures for the first time in years. With its 
Rambler and Metropolitan, American Motors is well 
ahead of its larger competitors in the small car field 
as none of them have a small car in production. 
American may thus be the smaller company that suc- 
ceeds in bucking the trend of liquidations and take- 
overs in the automotive group. 

Smaller companies in the steel industry currently 
seems to be having as much difficulty in attaining 
profitable operations as those in the automobile in- 
dustry. While earlier earnings reports were favor- 
able in the first half of 1957 for some of the smaller 
concerns, they are now operating at 50 per cent of 
1958 
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capacity or less. An exception to the trend, however, 
is the Lone Star Steel Company of Texas. This enter- 
prise, which produces mainly oil company goods has 
the advantage of location as it produces pipe in the 
area is which it is being used and has the advan- 
tage of lower freight rates over its larger competi- 
tors. In each of the first three quarters net income 
of Lone Star was ahead of the like 1956 quarter and 
sales and earnings for the year should be at new 
peaks. 

The Gerber Products Company was originally incor- 
porated in Michigan as a canning company as far 
back as 1901 with operations confined to the small 
area served and sales also limited. But in 1941 the 
present title was adopted and the sale of baby foods 
was exploited and expanded. Large sales, however, 
were not generated until the post World War II 
period. In 1946 sales reached $20 million and in 
1951 with the birthrate expanding, excellent promo- 
tion and a good product, sales rose to $54 million. 
In the fiscal year ended March 31, 1957 sales topped 
$108 million. For the first six months of the current 
fiscal year sales were some $8 million higher than 
the like 1956 period. 

Gerber’s record compares very favorably with 
Beech Nut also a large producer of baby food 
although Gerber competes with Beech Nut only in 
baby food. Beech Nut also manufactures chewing 
gum and candy mints. In 1946 sales of Beech Nut 
were more than double those of Gerber but in 1956 
sales were only $14 million above Gerber. 

From the foregoing it is evident that while the 
larger companies on the American industrial scene 
have done exceedingly well in the past decade, 
smaller companies can still compete successfully if 
well managed and if they have the product to sell. 

In the period ahead, there will doubtless be many 
more companies that will succeed in the competitive 
struggle against the major companies. This is espe- 
cially true in the dynamic new fields opening up as a 
result of recent scientific achievements. For in these 
areas, ingenuity and imagination will be the most 
important resource a company can possess. —END 
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[* 1957 the market performance of insurance com- villi 

pany stocks, both fire and life, was far below ury 

the standards established by this group prior to the ine 

peak levels reached in mid-1955. In other words, he 

1957 was a repetition of the uninspiring 1956 per- ind 

formance. Toward the end of last year, however, sch 

several of these stocks began to show recoveries oc 

from their lows, reflecting the belief or hope that ‘ha 

the worst is over and that the future holds better ir 

prospects for these companies. ielc 

As far as the fire and casualty stocks are con- ind 

cerned, it would hardly seem likely that 1958 will aT 
be as bad as 1956 and 1957 were from the stand- 

point of underwriting loss ratios. The market de- ime 

cline in these shares from the 1955 highs has con- ure 

stituted a direct reflection of the poor underwriting pe 

results experienced by fire and casualty insurance poled 

companies in 1956 and again last year. An explana- me 

tion of the background and reasons for the unfa- meen 


vorable showing with respect to underwriting earn- 
ings will be outlined herein. Suffice it to say at this — 
point that, barring any unforeseen catastrophes, 
fire and casualty companies should show better earn- 
ings in 1958. 

Life insurance companies generally had another 
record year in 1957 from the standpoint of sales 
and earnings, but the stocks of these companies 
did not show any marked improvement. This may 


be due to the fact that this group of stocks moved 
ahead so rapidly in the 1945-1955 decade that a Ce 
breathing spell was required. Growth stocks gen- Ce 
erally are the most sensitive to changes in market 
psychology. Life insurance stocks, which pay very e 
low cash dividends and produce negligible yields, Je 
have suffered from a cooling of investor enthusiasm Ke 
which had projected high growth rate trends into | ui 
» : ° ° . Lir 

the future. It is expected that this group will im- Mi 
prove as further benefits are obtained from in- Ne 
creased sales, higher interest rates on invested | 
Li 


funds and improvement in underwriting experience. 
However, the future appreciation rate in life stocks g* 
may be slower than it was in the period immediately | 2 
following the discovery of this group of securities 2 
as a neglected and grossly undervalued segment of 5 
the securities market. = 
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Fire and Casualty — is characterized by 

Companies Life Insurance Industry Data inherent lags 

caetiabieiediediind POE ENR AE a " which arise from 

In order to pro- Net Rate of Interest Earned the fact that rates 

: vide a basis for Life Insurance Admitted Death en Invested Funds must be supported 
* . in Force Assets Rate Before After > aici ni a 

ppraisal of ° the (In Billions) (In Bililons) Per Thousand Income Taxes Income Taxes by statistl “al data, 
present position - - - —______ —$$___— and that it takes 

nd prospects of 1957 (Estimated) $456.0 $101.3 9.6 3.74% 3.43% || time for new rates 

re and casualty 1956 412.6 96.0 9.4 3.63 3.33 | to be approved and 
nsurance com- 1955 372.3 90.4 9.3 3.51 3.23 4} to be placed in ef- 
anies generally it 1954 333.7 84.5 9.2 3.46 3.24 | fect on policies as 

nay be helpful to 1953 304.3 78.5 9.6 3.36 3.15 | they come up for 

S sketch briefly cer- 1952 276.6 73.4 9.7 3.28 3.07 i} renewal. Thus, in 
ain background 1951 253.1 68.3 9.7 3.18 2.98 periods of rapidly 
nformation relat- 1950 234.2 64.0 9.6 3.13 3.00 increasing costs 

ng to the industry. 1949 213.7 59.6 9.7 3.06 2.98 and prices the ef- 
Stock fire and 1948 201.2 55.5 9.9 2.% 2.96 fectuation of rate 
asualty insurance 1947 186.0 51.7 10.1 2.88 2.88 4} increases and their 
ompanies, which = full reflection in 

















vrite about two- ye 
hirds of all the property and liability insurance, 
ave total assets of about $17 billion and net pre- 
mium value of over $8 billion. These large figures 
‘ompare with 1946 amounts of $6.6 billion and $3 
illion, respectively. The growth rate of the indus- 


earnings tends to 
lag behind the need for higher rates. 

Another characteristic of the fire and casualty 
industry is the dual nature of its operations. Earn- 
ings are derived both from underwriting activities 
and from return on investments. The investment 




















m- E : : : . ; wae ef 
—_ try has been rapid, and is expected to continue in _ side of the business is important, providing a steady 
he ine with the increase in the insurable wealth of flow of income to these companies. The assets of 
ds he country. As the country’s population grows, fire and casualty insurance companies consist chiefly 
or. ind as the number of homes, factories, stores, of cash and marketable securities, including high 
or schools and motor vehicles rise, so will the need quality bonds and stocks. Most of the fire and cas- 
ia ‘or protection against loss increase. Of course, the ualty insurance companies have enjoyed substantial 
‘at ‘hanging value of the dollar and the development market appreciation in their stock holdings over 
er if many new forms of protection, especially in the the years, although the recent market set-back 
ields of accident and health insurance, have been’ erased a fractional part of such gains in the last 
mn ind are continuing to contribute to the industry’s quarter of 1957. The net investment income provides 
ill rrowth. the basis for dividend payments — usually all under- 
ry The insurance business is a regulated one. Insur- writing earnings are ploughed back and about half 
le. ince laws of the various states, recognizing that in- of net investment income is retained in the busi- 
“i urance is an indispensable factor in our economy, ness. Currently a number of fire and casualty insur- 
ng equire that insurance companies charge rates that ance companies have underwriting losses greater 
oe ire fair and reasonable, and which should assure’ than their net investment income However, in prac- 
ne enough income over a period of years to pay losses tically all cases surplus built up over years of rein- 
“ and expenses and leave a margin for profit and vestment of underwriting profits will continue to 
.a@~ . . ° . . . " a 
n- ‘ontingencies. This system of rezulation, however, permit the payment of (Please turn to page 538) 
lis — — —— ee 
eS, Data on Leading Life Insurance Company Stocks 
n- 
Estimated Market % Increase 
er Market Dato Per Share Total Equity Price In Life 
a %, Decline Price Per Share As% of Insurance 
es 1955 At At trom 1956 Adj Present Earnings At Est. Total in Force 
ies High 12/31/56 12/31/57 1955 High Eornings* Div. Rate Yield % Payout Ratio 12/31/ 56> Equity 1946-1956 | 
~ Aetna Life 292 170 183 37% $15.63 $3.40 8% 21% W7 170 107% 195 
eC Columbian National 121 74 64 47 5.46 200 3.1 36 11.7 95'2 67 103 
a Commonwealth Life 19%! 1712! 17 F 1.66 0.20 8 1.1 12 10.2 12 123 225 
n- Connecticut General 300- 254 236 21 17.74 2.00 9 1 13.3 19834 118 294 
-et Continental Assurance 188%2" 118 112 40 6.57 1.20 1.9 18 7.0 67's 183 508 | 
oe Franklin Life 70%! 538%4 654 23 2.65 060 1.1 22 £203 1é«* 321 435 
ry Gu'f Life 34%4> «27% 20% «126 2.07 050 73 24 10.0 18's 10 171 
ls, Jefferson Standard 103! 1012" = 68 37 4.67 1.25 1.8 26 14.5 584 «116 172 
“m Kansas City Life 2000 1130 1050 48 120.11 8.00 7 6 2.7 123 ‘2 85 76 
ito | Life Insurance of Va. 168 100'2 972 41 9.80 2.40 24 24 °.9 114% &6 119 | 
Linco'n National 273 205 168 38 16.93 1.75 1.0 10 9 142'8 118 240 
m- Monumental Life 100 73 69 31 6.61 140 2.0 21 10.4 é6's 104 76 
n- National Life & Accident 107'2 87'2 92'2 4 8.04 0.60 46 7 11.4 61 151 184 
ecl | Travelers Insurance 123 672 72's 4) 6.69 1.10 1.5 16 10.8 70 103 154 
“e United States Life 45%" 2734 2: 42 231 0.13 4 5 11.4 18's = s:(146 418 
~ . a = ! 
ks | 1—Adjusted for 33'2% stock dividend paid in 1957. '—Ad usted for 25% stock dividend paid in 1957 
sly | 2—Adjusted for 100% stock dividend paid in 1956. ‘—Ad usted for 2 for 1 split and 100% stock dividend in 1956. | 
es | %—Ad usted for 23% stock dividend paid in .956 ‘—Inciudes equity in increase in liie insurence in force and in amount in | 
, f 4'—Adijusted for 50% s'ock dividend paid in 1957. force valued at $15 per M for ordinary, $5 per (A for group and 50% 
0 5—Adjusted for 10% stock dividen dpaid in 1957. of annua! premium for industrial. 
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Guess 

December brought appreciable 
net declines in the industrial and 
rail averages, a moderate gain for 
utilities. The performance was 
contrary to the seasonal “odds”, 
2s indicated by December net 
gains by the industrial average in 
13 prior years since 1897, net de- 
clines in only 17. This is the sea- 
son for guessing. There is no 
harm in that, if one does not take 
it too seriously while waiting for 
the market to tell more of its 
own story. The guess here is that 
the October low for the indus- 
trial average will be extended by 
roughly 10‘: or so, between now 
and Spring. A fall on that order 
will establish at least an inter- 
mediate bottom of some duration, 
and possibly a final bottom for 
this cycle. In short, our tentative 
thinking is that selective buying 
opportunities may now be no 
great distances ahead; but that 
most cyclical stocks and growth 
stocks will have to drop materially 
from current levels to become 
attractive. 


1957-1958 
The Dow industrial 
closed 1956 at 499.47, 


average 
rails at 
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153.23, utilities at 68.54. The 1957 
closings were 435.69, 96.96 and 
68.58, respectively. Thus, indus- 
trials lost considerable ground on 
the year and rails took a bad beat- 


ing, while utilities were little 
changed. Continuing the guessing 
game—not only without guaran- 
tee, but definitely subject to later 
revision—where might they stand 
at the end of this vear? The guess 
here is a net gain of 5‘ to 8% 
for utilities; 8°¢ to 12°: for the 
industrial average; and 15‘% to 
25 for the volatile rail average. 
If the latter seems large, bear in 
mind that 25‘* would only take it 
back to where it stood around 











mid-October, 1957, and would 
make up less than a third of its 
maximum prior decline up to this 
writing. Sound reasonab-e or not? 
Time will tell. 


Weak 

The list of stocks performing 
poorly at this time is a long one. 
A few samples are Allied Stores, 
Alcoa, American Airlines, Ameri- 
“can Smélting, American Viscose, 
Anaconda, Bethlehem Steel, Car- 
rier, Chrysler, Continental Oil, 
Ford Motor, Halliburton, General 
Motors, Montgomery Ward, Pull- 
man, Reynolds Metals, Timken 
Roller Bearing, United Fruit, U.S. 

















INCREASES SHOWN IN RECENT EARNINGS REPORTS 

















1957 1956 
Dresser Industries Year Oct. 31 $4.60 $3.97 
Canada Dry Ginger Ale Year Sept. 30 1.73 1.51 
Mergenthaler Linotype Co. Year Sept. 30 6.03 3.94 
Fluor Corp. Ltd. Quar. Oct. 31 79 51 
Aeroquip Corp. Yeer Sept. 30 2.30 1.65 
Stanley Warner Corp. 53 weeks Aug. 31 1.82 1.47 
Guantanamo Sugar Co. Year Sept. 30 1.98. 48 
Ranco Inc. Year Sept. 30 2.74 2.39 
Twentieth Century-Fox Film 13 weeks Sept. 28 59 .38 
Norfolk & Western Rwy. 10 mos. Oct. 6.55 5.77 
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steel, U.S. Rubber and westing- 
‘nouse Air Brake. 


Firm 

Stocks making a particularly 
rood showing in the recent market 
are not too numerous. Some of 
em are: American Stores, Corn 
‘oducts, General Cigar, General 
ods, Penick & Ford, Procter & 
imble, Quaker Oats, Southwest- 
ern Public Service and United 
iscuit. 


vS 


a ee Be 


Duration 

The Dow industrial average 
r-corded tops of 521.05 in April, 
1156, 520.95 in August of the 


ith the differences fractional, 
at represents a triple top for all 
actical purposes. But the Dow 
storian will necessarily take the 
p figure, from which he con- 
udes that we are in a bear mar- 
+t which is already about 20 
:ionths old and would reach two 
ears by April. Few bear markets 
ive lasted much longer than 
iat. There cannot be any split- 
ig of hairs about the rail aver- 
ge. It has been in a major down- 
trend since May, 1956, or for 
yout 19 months up to this time. 


-_ 


Stock Groups 
The triple tops cited, reflected 
iifting upside leadership. Not a 
single stock group had a 1956- 
1957 triple-top pattern, although 
few were fairly close to it, in- 
cluding auto parts, finance compa- 
es and railroad equipments. The 
ilmarket tops for the stock 
groups have been widely spaced. 
Those which topped in 1955 in- 
clude air transport, automobiles, 
liquor, soft drinks, confectionery, 
finance companies, dairy products 


(this one as early as 1954), farm | 


equipment, motion pictures, rayon 
and textiles generally, radio-tele- 
vision, department stores, shoes 
and sulphur. Thus, the bear mar 
kets in most of these groups al- 


me year and_520.77 last July. _ 


ready range up to around 30 
months. Some may either have 
been completed or might not have 
much further to go. 


The 1956 Tops 

Groups topping in 1956, some 
by spring, others not until late in 
the year, included aluminum, air- 
craft, building materials, chemi- 
cals, coal, copper, metal fabrica- 
ting, rail equipment, paper, rail- 
roads, shipbuilding, steel. These 
downtrends range from roughly 
13 to 20 months duration at this 
time. 


Shortest Declines 

Stock groups recording their 
highs in 1957, mostly last July 
and accounting for No. 3 of the 
Dow average’s triple tops, were 
auto parts, drugs, electrical equip- 
ment, finance companies, machin- 
ery, utilities, office equipment, oil, 


shipping, sugar, tires and_tobac-__ 


cos, The latter made its high to 
date only recently and is close to 
it now. It is in a bull trend. So 
are utilities; and probably drugs, 
though the latter group is off 
moderately from its best level. All 
of the declines within this list are, 
of course, relatively brief to date, 
but some have nevertheless been 
severe, especially in the case of 
oils and machinery. 


Take Your Pick 

The duration and scope of a 
decline in a stock group, or in an 
individual stock, is a faliible guide 
in stock selection for new buying 
purposes. Those who put much 
weight on technical evidence will 
want to see bottoming-out indica- 
tions on the charts. Some of these, 
and all “fundamentalists”, will 
want to see basis for belief that 
the reasons for decline have been 
largely or fully discounted, that 
existing vulnerability is below 
average, and that, looking six 
months or more ahead, there is 
probably more “percentage” on 

















Cudahy Packing Co. 
Diana Stores Corp. 
Marathon Corp. 

Allied Stores Corp. 
Hamilton Watch Co. 
National Airlines 
Atchison, Top. & Santa Fe 
Bullard Co. 

Royal McBee Corp. 
Texas & Pacific Railway 





DECREASES SHOWN IN RECENT EARNINGS REPORTS 


1957 1956 
53 weeks Nov. 2 $1.05 $3.12 
Quer. Oct. 31 -24 .32 
Year Oct. 31 2.29 2.53 
Quar. Oct. 31 79 1.10 
Quar. Oct. 31 -94 2.35 
12 mos. Sept. 30 2.38 4.02 
10 mos. Oct. 31 1.58 1.94 
9 mos. Sept. 30 -56 1.51 
Quar. Oct. 31 55 99 
10 mos. Oct. 31 8.72 14.36 
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the upside than the downside. 
Stock groups which appear either 
to have put their lows behind or 
to be in_a_bottoming-out area in- 
clude aircrafts, finance compa- 
nies, containers, food brands, food 
stores,” small-loan stocks, baking, 
drugs, farm equipments, électron- 
ics, electric utilities, gas distrbu- 
tors, soft drinks and tobaecos. 
There are others which seem tess 
vulnerable than the _ industrial 
average at this stage, which may 
take more time to bottom out defi- 
nitely and in which selective buy- 
ing opportunities might be found 
on relatively moderate price con- 
cessions. These include air lines, 
building materials, chémicals, 


“glass, liquor, gas pipe tines, Coal, 


paper, metal fabricating, ractio- 
television, shipbuilding, tires and 
even some textiles. 


More Dubious 

There are others in which, on 
both a technical and fundamental 
view, the downside risk may still 
be considerable, and in which 
basis for renewed major rise for 
some time to come is not foresee- 
able. These include aluminum, 
xvutomobiles, air conditioning, auto 


parts, machinery, oils, non-ferrous 


metals, motion pictures, railroads, 
rail equipments and steels. 


Oil Demand 

Domestic consumption of oil 
products declined slightly in 1957 
for the first time in the postwar 
period. One factor was mild aver- 
age weather early in the vear, 
adversely affecting demand for 
fuel oil. Use of gasoline gained 
less than 1.5 Non-necessitous 
automobile driving probably was 
held down by less favorable eco- 
nomic conditions and by reaction 
to increasing traffic congestion. 
Past growth in demand for oil 
products has been much less 
steady than some imagine. For in- 
stance, it was as little as 0.5% 
in 1949, as much as 12.1% in 
1950. Again, it was 9° in 1955, 
dipping to 3.5‘ in 1956. Industry 
sources hope for a 1958 gain of 
2‘¢ to 3°~. It will be a so-so year. 
Over-supply of crude oil and re- 
fined products, threatening fur- 
ther erosion of the price structure, 
remains to be adequately cor- 
rected. On average, earnings will 
do well to equal 1957’s; and it 
seems more likely, on present in- 
dications, that they will be lower. 
The stocks are unlikely to regain 
their earlier high degree of invest- 
ment popularity any time soon. 

(Please turn to-page—550) 
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*K with 
£ 
Forecaster |: RELATIVE STRENGTH MEASUREMENT nef setts 
ion, 
NON 
aren 
eral 
a . mid-1 
TTT eT ; wry } 1953 = +58 =. 1955 the F 
fn ing o 
WwW ith the many revolutionary changes in our economy, This we have done in our new Trend Forecaster (developed 
it was evident that various indicators previously used should over a period of several years), which employs those indicator COM 
be dropped and new ones substituted, in order to more accu- (see Components of Trend Forecaster) that we have found to 7 , 
rately forecast developing business trends. most accurately project the business outlook. ly = 
When the Forecaster changes its direction up or down 1 - - 
I arene OF TREND FORECASTER* corresponding change in our economy may be expected sev. 5" OW 
' : : ; eral months later. 
ol 123 The depth or height of the developing trend is clearly pre — 
ro \ / r 7? 2 sented in our Relative Strength Measurement line, which re- 
8p? So? WL a ‘em | flects the rate of expansion or contraction in the making. When 
ay 7 4% NY particularly favorable indications cause a rise that exceeds 
Py] New Incorporations ‘107 plus 3 for a period of time, a strong advance in general busi- 
we ae fae ander ness is to be expected. On the other hand, penetration of 
I.” Durable am 9 minus 3 on the down side usually precedes an important con- 
uaa New Orders 4 “ 4 traction in our economy. 
ons of dollars ter” &! | ”% 
| q wasth3 We believe that subscribers will find our Business Trend 
333) as Forecaster of increasing usefulness both from the investment 
100.4 Stock Prices and business standpoints. 0s 4 
oy, (MWS Index) % | 
- \ me 
93.7 eo | Masawal 277 ‘ ‘ 
oP” aes bateatrtal Serta, | Current Indications of the Forecaster 74 
| Commodity Prices 4 ~ 
‘pee | “™s84.2 In the latest month for which figures are available, the o 
| Relative Strength Measurement has remained below the | 
| 4 | minus-3 level indicative of business recession. 
| %, ss 
Average ome Worked | In November, business failures deteriorated, after some im- | 
Hours per wee | 4 e - 
» 39-1 | provement in October. New orders for durables also continued | 
44.8, .% ee in the very low range that prevailed during the third quarter, “ 
‘Sf | ‘~ freoror f 'v57.5 and hours worked continued to decline. Commodity prices and 
4 i stock prices fell further, and new business incorporations were . 
| a bce all less than in October (after seasonal adjustment). Housing |) 
109) nverted starts were the only positive element in the November figures, P 
*o) geoteooen Pen, So 101 as they continued their shallow rise of the past several months. 
| 324g, |W Housing Starts | The aforementioned changes describe the relatively short ; 
| month-to-month movements of the components of the Trend i 
248) Nonresidential Construction | a Forecaster. On a longer-term cyclical basis, seven of the eight 
| ee Coatreste 0 | components are in a declining phase and it is probable, on 
2 Fs ' + de | ! | ' ! : = ° P 
Ltt MBERSEERR |} | the basis of preliminary evidence ,that this preponderance of 
i j & s N i '‘ mam i i G s ° wn oO i ‘ “ am i r . 4 ‘ - 
1956 1957 declines continued into December. With the Trend Forecaster 
still declining rapidly, the forecast for further recesison = 
(*)—Seasunally adjusted except stock and commodity prices. remains unaltered. 


(a)—3 month moving average. 
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CONCLUSIONS IN BRIEF 


INDUSTRY — The trend remains downward in early 
1958, with declines in machinery industries, consumer 
durables, primary metals and petroleum. Inventory 
retrenchment now is widespread in raw materials 
industries. 


TRADE — Retail volume at Christmas was no better 
than satisfactory. Sales trend in early 1958; sluggish, 
with further declines in hard goods, and stability in 
soft goods. Retail business in for tough price competi- 
tion, as consumer reluctance intensifies. 


NONEY AND CREDIT — Virtually all interest rates 
are now well past their peaks and declining. The gen- 
eral forecast is for much lower rates emerging by 
mid-1958, as private demand for funds dries up and 
he Federal Reserve moves to position of active eas- 


ing of supply. 


COMMODITIES — Raw materials prices now thoroug- 
ly deflated, and undercutting wholesale price level. 
Industrial prices for finished and semi-finished goods 
show weakening tendencies, for first time since 1954. 


Analyst 
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The lines are now forming for the great economic debate 
of 1858; namely, how much unemployment should set off 
how much counter-attack in the form of government action. 
It is already quite clear that this question, phrased though 
it may be in any of a variety of ways, underlies the 1958 
outlook so completely that one can hardly discuss 1958 
without reference to it. 


As of year-end, unemployment was evidently in the 
neighborhood of 3.5 million, or something over 5% of the 
civilian labor force. Not so long ago, this level of unem- 
ployment would have been considered largely “frictional’ 
— that is, unavoidable in a large, free country where no one 
is compelled to work and mobility is high. Today, however, 
after years of hyper-ful employment, anything over 3 mil- 
lion apparently becomes a cause of political unease. And 
4 million approaches the politically intolerable level. 


Given only seasonal changes in business between now 
and early March, unemployment is very likely to rise to 
approximately 4.3 million; if production volume continues 
to decline, it could exceed 4.5 million. And it is already 
clear that this prospect has begun to relax the purse-strings 
in Washington. The rate of issuance of defense contracts 
has obviously been accelerated; a liberal federal-state edu- 
cation program is in the legislative hopper; and talk of tax 
cuts has revived a little from the very moribund condition 
it fell into when the Sputniks first appeared. 


There are two schools of thought on the course of fiscal 
policy under present conditions. One school warns that 


(Please turn to following poge) 
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latest Previous Year 
THE MONTHLY TREND Unit Month Month Month Ago 
INDUSTRIAL PRODUCTION* (FRB) | 1947-’9-100 Nov 139 141 146 

Durable Goods Mfr 1947-’9-100 Nov 153 154 165 

Nondurable Goods Mfr 1947-9-100 | Nov 128 130 129 

Mining 1947-'9-100 | Nov 124 127 130 

RETAIL SALES* $ Billions Nov 16.6 16.7 15.9 
Durable Goods. $ Billions Nov 5.5 5.6 3.5 
Nondurable Goods $ Billions Nov WW. 11.1 10.4 

| Dep't Store Sales. 1947-'9-100 | Nov 126 120 131 

MANUFACTURERS’ 

New Orders—Total*____..._____ | $ Billions Nov 26.2 26.2 30.0 
Durable Goods __________| $ Billions Nov 12.3 12.2 15.8 
Nondurable Goods $ Billions Nov 14.1 13.9 14.2 

|  $hipments*® $ Billions Nov 28.1 27.4 28.5 

| Durable Goods $ Billions Nov 13.9 13.5 14.3 

| Nondurable Goods_____| $ Billions Nov 14.1 13.9 14.2 

| BUSINESS INVENTORIES, END MO.* | $ Billions Oct. 91.0 91.3 87.8 
Manufacturers’ $ Billions Oct. 54.1 54.2 51.8 

Wholesalers’ $ Billions Oct. 12.8 12.8 12.7 

| Retallers’ $ Billions Oct. 24.2 24.4 23.3 
Dept. Store Stocks_ 1947-'9-100 Oct 143 143 142 

| CONSTRUCTION TOTAL___| $ Billions Nov. 4.1 4.5 4.0 

| Private. $ Billions Nov 3.0 3.1 2.9 

Residential $ Billions Nov. 1.5 1.5 1.5 

| All, Other $ Billions Nov 1.5 1.6 1.4 

Housing Starts*—a_ Th ds Nov 1,010 1,000 1,027 

Contract Awards, Residential—b___| $ Millions Nov 930 1,165 900 

Ali Other—b $ Millions Nov 1,441 1,448 1,477 

} - - — a a 

| EMPLOYMENT 

fotal Civillan. __ | Millions Nov 64.9 66.0 65.3 

Non-farm Miilions Nov 52.8 53.1 53.0 

Government Millions Nov 7.5 7.5 7.3 

Trede Mitlions Nov 11.8 11.7 11.7 

Factory Millions Nov 12.7 12.9 13.4 

Hours Worked Hours Nov 39.2 39.5 40.5 

Hourly Earnings Dollars Nov 2.10 2.09 2.03 
Weekly Earnings Dollars Nov 82.32 82.56 82.22 

| PERSONAL INCOME* $ Billions Nov 345 346 335 

| Wages & Salaries. $ Billions Nov 239 240 233 

Proprietors’ i $ Billions Nov. 51 51 51 

Interest & Dividend $ Billions Nov. 32 32 30 

Transfer Payments $ Billions Nov. 22 22 9 

| Farm | $ Billions Nov. 15 15 16 

| CONSUMER PRICES 1947-'9-100 | Nov 121.6 121.1 117.8 
| Food. 1947-'9-100 Nov 116.0 116.4 112.9 
| Clothi 1947-'9-100 Nov 107.9 107.7 107.0 
| Housing 1947-’9-100 Nov 126.8 126.6 123.0 
| 

| MONEY & CREDIT 

| All Demand Deposits* $ Billions Nov 105.9 1065 107.0 
| Bank Debits*—g $ Billions Nov 78.6 81.7 78.8 
Business Loans Outstanding—c___ | $ Billions Nov 31.5 31.8 30.4 
| instalment Credit Extended* $ Billions Nov 3.6 3.5 3.5 
| instalment Credit Repaid* $ Billions Nov 3.4 3.4 3.2 
| FEDERAL GOVERNMENT 

Budget Receipt: $ Billions Nov 4.8 3.1 4.8 

Budget Expenditvres__ $ Billions Nov 5.8 6.5 5.7 
| Defense Expenditures__ $ Billions Nov 3.4 3.6 3.5 
Surplus (Def) cum from 7/1 $ Billions Nov (6.9) (5.4) 











(5.9) 





PRESENT POSITION AND OUTLOOK 


premature action against unemployment 
can be extremely costly, and build the 
base for further rounds of inflation in 
1959 and 1960. The other school urges 
that delay would be politically fatal, or 
that, at the least, it would greatly multiply 
the eventual cost by allowing recession 
to get a firm grip on general business 
conditions. Perhaps more than the busi- 
ness figures themselves, the course of this 
debate is well worth watching. 





* * * 


INVENTORY POLICY —is now one of the | 
essential yardsticks by which to measure | 


the course of the present recession. 


Since mid-1957, production rates across | 


a broad range of industry have deterior- 
ated sharply. In most of these industries, 


inventories did not appear to be excessive | 


before the decline in output began, and 
inventory itself can hardly be called a 
cause of the decline. Nevertheless, once 
operating rates start down, what looks 
like balanced inventory can begin to look 
very heavy indeed, and curtailments of 


production are now being directed, at | 


least in some measure, at curbing or re- 
ducing shelf-stocks. 

The question is, whether such a reduc- 
tion is taking place, and if so, at what 
rate. In the 1954 recession, net change 
in inventory swung very sharply from ac- 
cumulation to liquidation in the space of 
six months; by early 1954, inventory was 
draining out of the business system at close 
to a $5-billion-a-year rate. In other words, 
production was cut below the level of 
demand; or, to say it still another way, 
demand held fairly firm as output de- 
clined. 

If the same circumstances develop in 
early 1958, and inventory begins to run 
off rapidly, the outlook for recovery by 
late in the year will be considerably im- 
proved. As of now, inventories are in a 
belated downturn, after rising until 
well past mid-year. They still have 
some way to go before they get into 
line with the drop in sales. 


7” . * 


EMPLOYMENT TRENDS—This time it’s a 
little different. In 1954, as production em- 
ployment sagged under the impact of 
recession, employment in non-manufactur- 
ing industries held firm (in fact, it aver- 
aged as high in 1954 as in 1953). Cur- 
rently, however, fairly sizeable declines 
are now occurring in several non-manu- 
facturing industries—mining, construction, 
trade, transportation, among others. 
Hours worked in trade and construction 
are also running below a year ago (they 
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QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY l 
100 PRESENT POSITION AND OUTLOOK 
K in Billions of Dollars—Seasonally Adjusted, at Annual Rates 
yment —_____—1957___——- —1956— are down sharply, of course, in manufac- 
id the SERIES nt au - ing i tri he result shows u 
lage iceman ee Quam tame turing industries). The esu' ows up 
— | in the trend of personal incomes; the 
urges ~ GROSS NATIONAL PRODUCT____ 439.0 434.3 429.1 416.7 “" . “" 
nt of per- 
al, or Personal Consumpti 283.6 278.9 276.7 268.6 labor income” component of p 
ultiply Private Domestic Invest 65.5 65.0 62.7 65.5 sonal income has been declining since 
i. | Net Foreign Invest t 3.2 3.5 4.1 2.0 September. 
eee Government Purchases__ 86.7 86.9 85.6 80.6 
isiness Federal 50.6 51.1 50.3 47.2 ‘i . r 
busi- State & Local 36.1 35.8 35.3 33.0 
>f this rERSONAL INCOME 346.5 342.4 337.7 328.7 EXPORTS AND IMPORTS—According to 
at a yments 43.6 42.9 42.2 39.8 the latest figures, American exports have 
posable | 302.9 299.5 295.5 288.8 is 
Consumption Expenditures 283.6 278.9 2767 268.6 slipped back to the rate prevailing in the 
f th Personal Saving—d 19.3 20.6 18.9 20.3 fall of 1956, prior to the sudden burst of 
=) e . . P 
siaiian. | ‘ORPORATE PRE-TAX PROFITS* 42.0 43.9 40.8 foreign shipments accompanying the Suez 
Corporate Taxes 27.4 22.4 20.8 crisis. But imports are also at least as 
Corporate Net Profit 20.5 21.5 20.0 : ; 
eres Shiivedheeeats 125 121 12.1 high as they were in the fall of 1956, and 
erior- | Retained Earnings 8.0 9.1 7.9 the export surplus (the excess of exports 
tries, *LANT & EQUIPMENT OUTLAYS___ 37.8 37.0 36.9 35.9 over imports) is back down to a post-Suez 
2ssive TREND normal; one of the major stimulants avail- 
, and THE WEEKLY able to the American economy in early 
ed a Week Retest Previews Year 1957 is thus not present in early 1958. 
vane Unit Ending Week Week Ago 
looks # * ‘ 
look AWS Business Activity Index*____ | 1935-’9-100 Dec. 28 279.9 281.9 294.0 
ts of MWS Index—per capito* 1935-'9-100 Dec. 28 211.2 212.6 226.4 CAUTIOUS CUSTOMERS—in 1957, con- 
J, at esl Product % of Capecity non. 4 39.0 53.4 97.3 sumers apparently added only about $1.8 
= Om Auto and Truck Production Thousands Jan. 4 94 96 109 billi to Goals chacttenmn debt extend 
-aperboard Production Th d Tons Dec. 21 291 289 280 " a ar or ? 9 weet 
-aperboard New Orders Th d Tons Dec. 21 | 206 254 208 ing. In 1956, the net addition was about 
>duc- Electric Power Output*___ | 1947-’49-100 Dec. 28 224.1 224.8 222.7 $3.2 billion, and in 1955 about $6.4 bil- 
what Freight Carloadings_ Th d Cars Dec. 28 410 590 488 lion. The repayment rate on instalment 
onge “ngi i : illi | : ont: 
g ngineering Constr. Awards $ Millions Jan. 2 259 274 324 | debt alone is now close to $40 billion a 
» ac- Department Store Sales___..___ | 1947-’9-100 Dec. 28 147 274 112 ; 5 : 
e of Demand Deposits—c________| $ Billions Dec. 24 | 56.2 56.7 58.2 | year—which suggests that it’s a good time 
was Business Failures__._._. .....__ | Number Dec. 28 166 276 174 | for caution. 
close *—Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d) Excess of dispos- 
ords, able income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial centers. 
| of na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 
way, 
a THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
| 1957-'58 Range 1957 1958 
p in No. of 1957-'58 Range 1957 1958 | (Nov. 14, 1936 Cl.—100 High Low Dec. 27 Jan. 3 
run ssues (1925 Cl.—100 High Low Dec. 27 Jan. 3 100 High Priced Stocks 236.9 185.8 187.1 192.7 
, by 300 Combined Average 346.6 270.4 271.5 285.3 100 Low Priced Stocks 415.9 311.7 311.7 332.8 
. im- 4 Agricultural Implements 282.4 181.9 181.9 198.3 5 Gold Mining 762.2 515.0 515.0 520.2 
ina 3 Air Cond. (‘53 Cl.—100 122.8 82.7 86.1 88.7 4 Investment Trusts 184.5 137.5 137.5 145.8 
intil 9 Aircraft (‘27 Cl.—100 1388.8 882.6 982.0 1051.0 3 Liquor (‘27 Cl.—100 1094.5 855.7 895.5 931.3 
7 Airlines (‘27 Cl.—100 1022.5 581.5 591.5 638.8 8 Machinery 523.4 338.6 343.8 364.4 
fave 4 Aluminum (‘53 Cl.—100 4645 253.4 253.4 266.1 3 Mail Order 1746 135.2 1352 1433 
into 6 Amusements 172.6 119.0 119.0 125.0 4 Meat Packing 142.6 103.5 110.4 123.6 
8 Automobile Accessories 384.4 284.7 284.7 301.8 5 Metal Fabr. (‘53 Cl.—100 198.3 131.6 135.4 143.5 
6 Automobiles 54.3 38.1 38.1 419 9 Metals, Miscellaneous 420.9 263.1 263.1 278.9 
4 Baking (‘26 Cl.—100 29.7 26.3 27.9 28.5 4 Paper 1060.1 789.9 841.8 858.6 
4 Business Machines 1285.3 863.7 863.7 907.0 22 Petroleum 914.4 642.6 642.6 661.9 
Ysa 6 Chemicals 652.3 496.7 514.6 535.2 21 Public Utilities 263.6 236.5 256.3 258.9 
em- 5 Coal Mining 25.1 16.8 17.5 18.6 7 Railroad Equipment 91.4 54.8 54.8 59.2 
f 4 Communications 106.0 83.1 84.0 86.5 20 Railroads 72.7 41.7 41.7 44.6 
r oO 9 Construction 126.8 100.7 104.4 108.6 3 Soft Drinks 509.8 432.7 436.9 445.6 
‘tur- 7 Containers 799.9 656.5 686.7 707.3 12 Steel & Iron 393.0 235.8 239.7 258.9 
ver- 7 Copper Mining 307.6 179.7 182.8 191.9 4 Sugar 116.9 96.9 98.8 103.7 
Cur- 2 Dairy Products 115.6 103.8 114.5 115.6H 2 Sulphur 926.7 521.2 538.0 559.5 
: 6 Department Stores 89.2 75.1 75.1 78.9 10 Television (‘27 Cl.—100 36.0 27.2 27.2 28.8 
ines 5 Drugs-Eth. (‘53 Cl.—100 259.2 175.2 233.6 231.3 5 Textiles 149.9 96.7 98.1 107.9 
nu- 6 Elec. Eqp. (‘53 Cl.—100) 244.4 183.3 190.1 201.5 3 Tires & Rubber 197.6 152.8 154.7 160.9 
‘ion, 2 Finance Companies 584.5 525.0 557.6 568.8 5 Tobacco 110.9 87.0 106.6 110.9 
ers. 6 Food Brands 280.2 239.8 250.5 255.5 2 Variety Stores 278.8 219.5 219.5 239.3 
tion 3 Food Stores 188.9 153.8 182.2 184.0 17 Unclassif'd (‘49 Cl.—100 168.9 137.2 137.2 145.4 
hey H—New High for 1957-1958 
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7 Trend of Commodities i 
' F iy 
SPOT MARKETS — Sensitive commodities were slightly higher FUTURES MARKETS — Commodity futures were largely devoid 
going into the new year and the Bureau of Labor Statistics’ of wide fluctuations in the two ending January 3, although |) 
daily index of 22 such commodities rose 0.4% in the two weeks wheat and cocoa managed sizeable moves, the former on the | || 
ending January 3. The index, however, still remains in the upside, while the latter declined. 
narrow range it has been tracing since early October. In the New crop July wheat added two cents in the two weeks en:- 
latest two week period, food prices again provided the main ing January 3, to close at 189%. At the same time, old crop 
sapien ot pce a a xt" 0.9% for this group, while ra wheat —_ — cent to te page a Pi between ee 
raw industrial materials lost U.1%. the two ts attributable to several factors. Une 1s the lower su) Abb 
Meanwhile the broad spectrum of wholesale commodity _ port level for the 1958 crop ($1.78 per bushel on the farm Ame 
prices have remained steady but an advance in food prices versus $1.90 in 1957). Another is the outlook for a bigger || 4 
raised the BLS comprehensive weekly price index to a peak harvest this year, with the USDA forecasting a 200 million | a 
| of 118.4 on December 31, from 118.2 on December 17. With bushel increase in winter wheat production. The outlook for 7] gore 
i farm prices now declining, foods may follow suit in com- new wheat may still change greatly however, depending on _ || 
ing weeks. the weather and on attempts to raise the support level. oad 
| Corr 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. The service in conjunction with your 
subscription should represent thousands of dollars in value to you. It 
is subject to the following conditions: 


1. Give all necessary facts, but be brief. 


—- 


intervals. 


2. Confine your requests to three listed securities at reasonable 


3. No inquiry will be answered which does not enclose stamped, self- 


addressed envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Dresser Industries 


“Will you please give me some detailed 
information on Dresser Industries? I 
am particularly interested in knowing 
its fields of operation and its earning 


E.G., Elmira, N. Y. 


re cord.” 


Dresser Industries, Inc., lead- 
ing supplier of equipment and 
technical services for the oil, gas 
and chemical industries, reported 
net earnings of $20,600,000 on 
sales of $274 million for the fiscal 
vear ended October 31, 1957. 
These results, which are prelimin- 
ary and subject to final audit, rep- 
resent increases of 19° over net 
earnings of $17,259,000 on sales 
of $230,300,000 for the prior year. 
Based upon the 4,478,440 shares 
outstanding as of October 31, 
1957, net earnings per share for 
1957 amounted to $4.60 by com- 
parison with $3.97 a year ago. 

According to the chairman of 
the board, the “increases in sales 
and earnings reported for the cur- 
rent year are particularly gratify- 
ing because they occurred at a 
time when certain of Dresser’s 
principal markets actually de- 
clined. The fact that sales and 
earnings did increase is attribut- 
able to the broad diversification 
which the company has enjoyed 
within the various operating seg- 
ments of the oil and gas indus- 
tries. The company also con- 
structs steel buildings, radio and 
TV towers. In 1955, Dresser In- 
dustries acquired Lane-Wells Co., 
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a supplier of oil field services, 
Southwestern Industrial Elec- 
tronics Co., Canadian Industrial 
Minerals Ltd. and Gulberson Inc. 
was acquired in 1956. 

Dresser recently announced 
termination of merger negotia- 
tions with the Gardner-Denver 
Co. However, Dresser intends to 
pursue its diversification efforts 
through other means. Dresser 
stated that the previously an- 
nounced intention to increase the 
annual dividend rate from $1.80 
to $2.00 a share will in no way be 
affected by failure to consumate 
this latest merger. The last quar- 
terly dividend of 45 cents per 
share was paid December 16, 
1957. 


Canada Dry Ginger Ale 
“Tama subscriber to your magazine and 
would appreciate receiving late data on 
Canada Dry Ginger Ale.” 

L.M., Indianapolis, Indiana 

Canada Dry Ginger Ale is one 
of the leading beverage companies 
and its product line includes soft 
drinks, mixers, and alcoholic bev- 
erages and this enables it to meet 
all popular demands. 

For the fiscal year ended Sep- 
tember 30, 1957, net sales were 
$86,037,538, and 11% increase 
over the previous year’s $77,563,- 
586 sales. Net income before taxes 
rose to $6,956,249, compared with 
$5,703,107 in the preceding year. 
A‘ter taxes, the net income was 
$3,563,337, a 15° gain over last 


THE 


vear’s figure of $3,102,387. Afte) 
preferred stock dividends, the ne 
was equivalent to $1.73 per com 
mon share, a record high, com 
pared with $1.51 in the preceding 
year. 

The gains in the company’s op 
erations were attributed to im 
proved pricing, national prosper 
ity, and favorable summe} 
weather. 

Operations in the U. S. wer 
highlighted by a 40° gain ir 
sales of “king-size” flavor bever 
ages, and a 25% rise in dietetic 
beverage sales. Both are relatively 
recent addition to the Canada 
Dry line. Case sales of ginger ale 
and club soda, of which the com 
pany is the leading U.S. producer 
also increased. 

Foreign franchise operations 
through Canada Dry Interna 
tional also reached new highs 
aided by the opening of licensed 
plants in five additional countries 
The current list of 73 plants in 46 
countries has been the result of a 
policy of “planned’ consistent and 
sound growth.” 

The company’s wine and spirits 
department had its most success- 
ful year to date. Total case sales 
of alcoholic beverages increased 
20%, with appreciably larger in- 
creases reported for the cordials 
bourbins, gin and vodka marketed 
under the Canada Dry trademark. 
The gains were attributed to an 
expanded sales and advertising 
effort, and the doubling of this 
division’s sales staff during the 
vear. 

While competitive conditions 
will intensify in both the carbon- 
ated and alcoholic beverage indus- 
tries, Canada Dry plans to widen 
its distribution in both fields and 
wil] increase its promotional 
efforts. 

Dividends in 1957 totalled $1.00 
per share, the same as paid in 
1956. 

Emerson Electric 
Manufacturing Company 
“In renewing my subscription for the 

(Please turn to page 552) 

STREET 


MAGAZINE OF WALL 


Pion 


sR 


Rie PE ES 





\ 


~ 


SAS 


SS 


: 
; 


the 
Re 
the 
fai 
er) 
wh 
Th 
tra 
SOl 


rO’ 
fo 


life 
An 


Afte) 
le ne 
com 
com 
eding 


's op 
») im 
sper 
ime} 


wert 
in i 
ever 
otetic 
ively 
nad: 
r ale 
com 
ucer 


tions 
rna 
ighs 
nsed 
tries 
in 46 
of a 
and 


yirits 
cess- 
sales 
sed 
r in- 
lials 
ceted 
lark. 
Oo an 
ising 
this 

the 


‘ions 
bon- 
dus- 
iden 

and 
ynal 


1.00 
d in 


the 


TEET 


TO 


Te Se RE 


dy 


~ 


uv 


a 


SS 





THIS FREE WAY OF LIFE STRENGTHENS THE AMERICAS 


A new concept is sweeping the Western Hemisphere . . . /nterdependence between 
the Americas! Men of goodwill are eagerly seeking new opportunities to bring all 
Republics into a Living Circle of trade and communication. Working together 
they are establishing a sound multi-crop economy, developing wasteland into rich 
farms to supply both local and world markets. Scientific farming, modern machin- 
ery, power and transportation are aiding the workers to produce more abundantly, 
while better housing, schools and hospitals enrich and dignify their lives. 

The vital crops that flow to Northern markets earn dollars for manufactures: 
tractors, refrigerators, telephones. railroad equipment . . . hard goods that flow 
south to increase every country’s potential. These enlarge employment and local 
government revenues—raise the whole standard of living. This is the free way of 
life in action . . . the combined effort of friendly peoples, that strengthens the 
Americas and guards against communist infiltration. 


United Fruit Company 


80 Federal Street, Boston 10, Mass. 








United Fruit Company has been 
serving the Americas usefully 


for 58 years—reclaiming 
wasteland, stamping out disease, 
developing human skills, 

helping by research, new 
techniques and transportation, 

to increase the production and 
sale of bananas, sugar and other 
crops, and expediting 
communications, 
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Associates Investment Co. has announced a further 
decrease of 14% in the rate paid for its commercial 
paper in all maturities except 5 to 29 days, which 
remains the same. 

Robert L. Oare, the company’s Board Chairman, 
said the new rate schedule would become effective 
January 8, 1958, as follows: 5 to 29 days—2% % ; 30 
to 89 days—3%. % ; 180 to 239 days—314% ; and 240 
to 270 days—3°%% %. 


United Aircraft Corp. through its Sikorsky Air- 
craft Division announced that a turbine-powered, 
improved helicopter known as the S-62 will probably 
make its first flight next spring. Patterned after the 
present S-55 seven-place, piston powered machine 
now flying on several helicopter lines and used in 
industry will carry 9 to 12 passengers and provide 
improved performance, according to the company. 

The S-62 is powered with a General Electric J-58 
gas turbine engine and has a watertight fuselage. 
Fioats are also provided to steady the machine dur- 
ing water landings. It will have a pay load about 
700 pounds greater than the S-55. Sikorsky Aircraft 
said the General Electric engines probably would be 
available commercially late in 1959 at a suitable 
price and indicated that commercial deliveries cou!d 
start in 1960. 

A twin-turbine version of the larger Sikorsky S-58 
is being tried out with two General Electric T-58 
engines. Test flights have been made, but no com- 
mercial plans have yet been announced in detail. 


Thompson Products Ine. and its affiliate, Ramo- 
Wooldridge Corp. have formed Thompson-Ramo- 
Wooldridge Products, Inc., to develop and market 
industrial process control equipment. 

The first major product of the firm will be the 
RW-300 digital control computer, one of which is 
being installed for the Texas Co. at Port Arthur, 
Texas, to control a polymerization unit. 

The new firm will be located at the Ramo-Wool- 
dridge Corp. facility in Los Angeles. Ramo-Wool- 
dridge will develop and manufacture products for 
the new company at its Los Angeles plant and its 
newly-activated manufacturing facility in Denver. 

The president of the latter company, Dr. D. E. 
Wooldridge, will be the president of the new corpora- 
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tion. He will also remain president of Ramo- 


Wooldridge. 


Al Co. plans to build 
a 23,000 sq. ft. laboratory facility for engineering, 
development and research. The cost estimates of this 
facility have not been determined. 

The laboratory, which will have a staff of about 
200, will be used for scientific studies and for the 
design, construction and testing of models, mock-ups 
and prototypes of nuclear reactors and associated 
equipment, according to the company. Construction 
is expected to begin some time in 1958. 


Allis Chalmers Manufacturin 


White Motor Co. stated it is increasing production 
at its Cleveland plant by about 20% effective 
January 7. 

Workers are being recalled to meet the require- 
ments of the increased schedules, according to J. E. 
Adams, vice president of manufacturing. 

Mr. Adams stated a big increase in orders received 
during November and December made this move 
necessary, adding that the present order backlog 
of White Motors is the largest since last March. 

The increase in business was attributed to a num- 
ber of new truck models introduced by the company 
during the late fall which had met with good recep- 
tion, according to Mr. Adams. Strengthening the 
company’s diesel truck line to meet the growing 
dieselization trend in the highway transport indus- 
try has accounted for substantial part of the in- 
crease. New construction models have been intro- 
duced for the expanding needs of roadbuilding and 
other building industries. 


The proposed merger of Armco Steel Corp. and 
National Supply Co. under which Armco Steel as 
the survivor company would issue 0.85 share of stock 
for each National Supply common stock, would ap- 
pear to be a favorable development as it would 
further integrate Armco, which has recently ac- 
quired Union Wire Rope, a much smaller fabricating 
company. our 

National Supply makes pipe and other materials 
and services to the oil industry. Both companies 
should benefit by the (Please turn to page 552) 
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STR47LROAD GROW? 


One of a series telling what Chesapeake and Ohio 
is doing to make this a bigger, better railroad. 















January 2, 1958 —first business day of the 
ew Year—Chesapeake and Ohio published 
its 90,000 shareowners a flash annual report 
1957 operations. According to financial 
rs and security analysts, such fast report- 
w a billion dollar corporation “makes 


orate history”. 


up-to-the-minute reporting is just one 
f a continuing forward looking program 
» gve Chesapeake and Ohio shippers con- 
stetly superior transportation service. In 
ddition to the modern coal classification facil- 
ies at Russell, Ky., a new fully automatic 
ard for merchandise freight goes into opera- 
n there this month. This $5 million facility 
ectronically classifies an endless stream of 
erchandise freight cars with push-button 


beed and measured control. 


hanks to the new Car Location Information 
enter —CLIC for short — shippers know that 
&O traffic offices can tell them the location 


‘their shipment almost instantly. 


he capacity of C&O’s coal handling facilities 
Toledo, which last year established an all- 


me record of 18.7 million tons, will be sub- 





Railway 


Things move fast on the C&O 


stantially increased by the addition of a $7 
million pier now under construction. And at 
C&O’s Port of Newport News, Va., export coal 
dumping was up one-sixth over the vear-before 
record. Also, at this port a just-completed bulk 
cargo pier, most modern on the Atlantic coast, 


unloads ships faster than a ton a second. 


All these things mean that shipments move 
faster, more dependably, when you route them 
over the modern, efficient Chesapeake and 
Ohio. Chessie’s railroad keeps growing and 


; ! 
going: 





ANOTHER GOOD YEAR FOR 
CHESSIE’S RAILROAD 











Operating Revenues (millions) 1957 1956 
Coal and coke. . ... . . $233 $219 
Merchandise ...... . 168 170 
Other . oe + oo ex w 31 30 

Total operating revenues . . . . $432 $419 

Expenses, taxes, etc.—net . . . . $364 $352 

Net income. SG ctie a > os co ee ee 

Earned per common share. . . . $8.36 $8.28 

Dividend paid per common share . $4.00 $3.625 





Would you like a copy of C&O's “Flash Report” for 1957? Just write. 


hesapeake and Ohio 


3807 TERMINAL TOWER, CLEVELAND, OHIO 














Prospects for Insurance 
Stocks in 1958 





(Continued from page 523) 


dividends out of net investment 
income until underwriting results 
again become profitable. 


Reason for Low Insurance 
Company Earnings 


The question which may well 
be asked at this point is — What 
are the principal causes of the 
present unprofitable nature of 
fire and casualty underwriting 
operations and how are they be- 
ing met? 

A brief summary of the main 
factors contributing to fire and 
casualty insurance company dif- 
ficulties is presented following: 

1. Inflation or a decrease in 
the purchasing power of the dol- 
lar has resulted in accelerating 


In other words, due to the lag be- 
tween the development of a need 
for rate hikes and the granting 
of such increases, the fire and 
casualty insurance companies 
have had to pay today’s higher 
losses with yesteryear’s premium 
dollar. Higher fire losses and in- 
flated jury awards on automobile 
liability cases are examples of 
how inflation has adversely af- 
fected loss ratios of fire and cas- 
ualty companies. 

2. A corollary of the above is 
the problem of under-insurance 
to value. In a period of rapidly 
rising price levels, there is a ten- 
dency for policyholders to have 
less than full coverage on the 
basis of replacement costs This 
results in less than the required 
amount of premiums to pay 
claims, especially where partial 
losses are involved The insurance 
companies have been conducting 
a campaign to achieve a better 
degree of insurance to value. It 
is impossible to know how much 


achieved. However, past experi- 
ence indicates that in time the 
imbalance is righted, particularly 
if there is some slowing down of 
inflationary forces. 

3. A third problem of the fire 
and casualty companies in recent 
years has been the competition of 
direct writers of insurance, espe- 
cially in the automobile lines, 
where a lower rate of commission 
paid by direct writers has made 
possible an under-cutting of the 
premium rates of the agency com- 
panies. This is essentially the 
same problem which the discount 
houses have presented to the de- 
partment stores. It represents a 
change in merchandising meth- 
ods to achieve greater economies 
of distribution. There is a genera] 
recognition that where automo- 
bile liability insurance has been 
made compulsory the agent does 
not earn a 25% commission. In 
addition to giving the direct writ- 
ers room to under-cut rates, the 
high commission scales of the 





the rate of increase in loss claims. correction this campaign has (Please turn to page 540) 























Data on Leading Fire and Casualty Insurance Company Stocks | 
| 
% Per Share Price 
Decline 1956 Times Combined Loss & 
Market Data from Net Present Net Estimated Price as Expense Ratio 
| 1955 At 1955 Inv Div. % % Inv. Liq. Value %, of First Nine Months 
High 12/31/57 High  Incem> Rate Yield Payout Income 6/30/57 Liq. Value 1957 1956 
Aetna Insurance 78 48 38% $6.02 $260 54% 43% 7.8 $106.30 45.1% 105.5% 103.3% 
American Insurance 31%! 20 36 1.98 1.30 66.5 65 10.0 35.23° 56.7 111.8 105.0 
American Re-Insurance 32 2334 «25 2.57 1.30 65.4 50 9.2 42.27° 56.1 n.a. 96.6!" 
Boston Insurance 46 28'2 38 2.58 1.80 6.3 69 11.0 55.31% 51.5 108.1 108.6!" 
Continental Casualty" 115%! 73 36 2.91 140 19 48 25.0 65.40' 111.6 101.5 92.7 
Continental Insurance 55 45% 16 3.09 2.00 4.3 64 14.8 77.80 58.8 107.8 102.71" 
Federal Insurance 42% 39 7 1.55 90 2.3 58 25.1 39.70 98.0 95.41! 96.5'! 
Firemens Fund 772 aa 42 3.61 1.80 4.0 50 12.1 68.88 63.8 104.3 108.2 
General Reinsurance 58 47 #19 4.76 2.00 4.2 42 9.8 63.06 74.6 99.7'' = 93.91! 
Glens Falls Insurance 41% 25'2 39 2.47 100 3.9 40 10.3 50.46 49.7 105.0 103.9 
Great American Insurance 46% 30'2 34 3.51 150 49 42 8.6 68.13° 59.4 109.5 104.7 
Hanover Fire Insurance 53 30 43 3.36 2.00 646 59 8.9 72.68 41.2 106.9'' 106.8!! 
Hartford Fire Insurance 1914 128 33 7.78 3.00 2.3 38 16.4 148.86 86.0 101.0 98.3 
Home Insurance 56" 34%, 38 3.54 2.00 5.7 57 9.8 79.19% 43.8 107.6 105.7 
Insurance Company of North America 1057%' 92 13 4.72 2.50 2.6 52 19.4 101.91 90.2 101.3 97.6 
Maryland Casualty 4542 29 36 2.39 1.50 5.1 62 12.1 39.52 75.9 105.4'! 100.9!! 
Massachusetts Bonding & Insurance 53% 28%2 47 3.86 160 5.6 41 7.3 46.55" 61.2 97.0 98.6 
National Union Fire 5234 27% 48 3.77 2.00 7.3 53 7.2 62.60 43.5 107.4 108.2!” 
New Amsterdam 62'2 37 40 6.42 1.80 4.8 28 5.7 91.11 40.6 106.5 104.0!" 
New Hampshire Fire 61 37 39 4.00 2.00 5.4 50 9.2 84.85 43.6 99.9 103.3 
Northern Insurance 87%- 73'2 10 5.35 2.80 3.8 52 13.7 133.47 55.0 99.7 95.6'" 
Phoenix Insurance 96 54 43 5.81 3.00 5.5 51 9.2 137.82° 39.2 107.0 107.3 
Providence Washington 31% 8612'2 60 2.47 5.0 32.09 39.0 106.9 109.6 
Reliance Insurance!® 59% 33 44 4.23 2.20 6.46 52 7.7 75.99% 43.3 107.5 103.4!” 
St. Paul Fire and Marine 56\2° 44 22 2.06 1.20 2.7 58 21.3 38.51°* 114.2 102.3!! 99.21! 
Springfield Fire & Marine 69 36 47 4.30 2.00 5.5 46 8.3 101.05° 35.6 109.9 108.9 
Standord Accident 82'2 43 47 4.86 2.00 4.6 41 8.8 86.07 50.0 109.2 101.6 
U.S. Fidelity & Guaranty 8158" 56 31 4.75 2.00 3.5 42 11.7 72.03 77.7 105.9 97.2 
Westchester Fire 37% 26 30 2.11 1.20 4.5 56 12.3 47.33° 54.9 103.2!! n.a. 
Average of 29 Companies 105.1% != 102.4% !- 
1—Adijusted for 20% stock dividend paid in 1956. ‘—At September 30, 1957. 
*—Adjusted for 10% stock dividend paid in 1956. %—Adijusted for 25% stock dividend paid in 1956. 
‘'—Adjusted for 15% stock dividend paid in 1957. 10_For full year 1956. 
4—Adjusted for 25% stock dividend paid in 1955. 11_For first half. 
5—Adjusted for 20% stock dividend paid in 1955. 12_For first nine ths—15 compani 
5—Does not include consolidation of National Fire. 13_Formerly Fire Association of Philadelphia. 
7—At December 31, 1956. 
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eral ! Statement of Condition, December 31, 1957 
ymo- 
been 
does ASSETS 
ag Cash and Due from Banks. . . . .. 6... $2,001,534,526 
the U. S. Government Obligations 1,151,802.281 
the State, Municipal and Other Securities . . . . . 405,825,982 
) | GND ss 6 te so oe we we we wee we 189,386,247 
ae eee ee ee” ee ee ee ee ee ee 3,737,123,272 
Customers’ Acceptance Liability. . . . . . . 212,510,693 
| Banking Pee. + & we es oe ee * + Cw 54,763,205 
Other Assets . 2. «© © © © © © © © © «@ 56,838,320 
He | $7,809,784,526 
tt | 
} 
| LIABILITIES 
Deposits . . . 2. 2. © «© © «© «© «© « « + $6,884,520,209 
| Foreign Funds Borrowed . . . . . . « « 3,831,055 
Reserve for Taxes . . . . 2. «© «© «© «© «© « 50,602,815 
| Other Liabilities . . . . . . . . hehe 54,521,903 
| Acceptances Outstanding . . . $231,049,318 
| Less: In Portfolio. 2. 6 6 es 12,916,864 218,132,454 
| Capital Funds: 
Capital Stock . . . . . . $163,625,000 
| (13,090,000 Shares—$12.50 Par) 
ee ee a ee ee 350,000,000 
Undivided Profits. . . . . 84,551,090 598,176,090 
$7,809,784,526 
Of the above assets $392,842,912 are pledged to secure public deposits 
and for other purposes, and trust and certain other deposits are preferred 
as provided by law. Assets are shown at book values less any reserves 
Member Federal Deposit Insurance Corporction 
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(Continued from page 538) 
agency companies have resulted 
in a drawing off by the direct 
writers of some of the more de- 
sirable business, leaving the 
agency companies with an ad- 
verse selection of risks. 

4. Competition among the 
agency companies themselves has 
produced some unsound practices 
such as substantially broadened 
coverage without a correspond- 
ing increase ‘n rates, over-liberal 
instalment payment privileges 
without adequate charges and 
bonus payments to agents for cer- 
tain types of business. These 
practices represent a carry-over 
from the period of high profit 
margins when the desire for ad- 


ditional business led to unwar- 
ranted increases in acquisition 
expenses. 


Solving the Problems 

The process of correction or of 
finding solutions for the afore- 
mentioned problems has_ been 
slow, as has always been the case. 
However, there is concrete evi- 
dence that the necessary adjust- 
ments, some voluntary and some 
involuntary or practically auto- 
matic, are being made. These are 
summarized briefly as follows: 

1 Rate increases have been ap- 
plied for and granted with re- 
spect to both fire insurance and 
automobile lines in most states. 
Additional applications are being 
prepared where the need for 
further rate relief still exists. In 
the fire lines, the form which the 
rate adjustment has taken place 
is through reductions in term dis- 
counts. These reductions mean 
that the companies are receiving 
on new-term fire policies an aver- 
age of about 8% more in pre- 
miums than previously received 
on the same business. On auto- 
mobile lines, rate changes have 
been obtained by the National 
Bureau of Casualty Underwriters 
in 47 states and territories with 
an average increase in automo- 
bile liability rates of 20% and 
about 9% on automobile prop- 
erty damage insurance. In New 
York State a hearing is to be held 
early in January on an applica- 
tion for higher automobile insur- 
ance rates. If the application is 
not approved, the Bureau has in- 
dicated that relief will be sought 
in the courts. While these rate 
adjustments are slow to be re- 
flected in earnings, their ultimate 
effect will be beneficial. 

2. The fire and casualty com- 


540 











panies are meeting the problem 
of competition from the direct 
writers by reducing their com- 
mission scales to agents. Several 
companies in New York have an- 
nounced reductions in commis- 
sions on automobile lines from 
25% to 20% and even to 15% in 
some areas. The tendency to re- 
duce commissions has been noted 
in other states as well, notably 
Connecticut, California and Okla- 
homa. This is expected to spread 
with a consequent narrowing of 
the area in which direct writers 
can undercut, and a betterment 
of agency companies’ expense 
ratios. There has also been a ten- 
dency on the part of the fire and 
casualty companies to tighten up 
their underwriting standards and 
to call a halt to unwarranted ex- 
tra commissions and give-away 
programs. 

3. A slowing down in_infla- 
tionary pressures, for which the 
fire and casualty companies take 
no credit but for which they can 
be grateful, appears to be devel- 
oping. To date there has been lit- 
tle reflection of this in automobile 
loss claims, but fire losses, as 
reported by the National Board 
of Fire Underwriters, were lower 
in both October and November of 
1957 than they were in the cor- 
responding months of 1956. This 
shift from steady increases in 
such losses to two consecutive 
months of reductions has made it 
possible for a number of fire and 
casualty insurance companies to 
show improved underwriting re- 
sults in the last quarter of the 
year. Whether this better trend 
will continue into 1958 cannot be 
predicted with certainty, but 
there appear to be grounds for 
optimism. 

4. Mergers among fire and cas- 
ualty insurance companies in 
order to achieve benefits of great- 
er size and diversification of fire 
and casualty business still appear 
to be very much in prospect. The 
largest combination last year, 
which was not a merger but an 
acquisition, was the take-over of 
Firemen’s Insurance Company of 
Newark by Continental Insurance 
Company. The year 1957 was also 
characterized by the acquisition 
of life insurance company affil- 
iates by fire and casualty insur- 
ance companies to achieve a new 
concept in multiple line under- 
writing. Among such asquisitions 
were Federal Insurance Company 
acquiring Colonial Life, St. Paul 
Fire and Marine taking over 


THE 





Western Life of Helena, Montana 
and Home Insurance getting Peo- 
ples Life Insurance Company of 
Frankfort, Indiana. It seems 
likely that 1958 will see more of 
these acquisitions or, in some 
cases, life insurance companies 
may acquire fire and casualty in- 
surance companies. 


Life Insurance Companies 


With respect to life insurance 
companies, the industry figures 
for 1957 show another year of 
record sales and a good gain in 
the average interest rate earned 
on investments. Mortality expe- 
rience was good but not as fa- 
vorable as in 1956. This reflected 
the effects of the Asiatic flu epi- 
demic which took place late in 
the year. Sales volume figures for 
the industry may be over-stated 
in part by the campaign for fam- 
ily package policies which include 
a large amount for the less prof- 
itable term insurance and by the 
large increase in group, including 
the gigantic Bell Telephone Sys- 
tem business added during 1957. 


Growth Prospects 


Long term growth prospects 
for life insurance company stocks 
remain good, especially in the 
early 1960’s when the war-baby 
population attains marriageble 
age and starts forming families. 
The life insurance business is 
benefitting also from the current 
higher interest rates which are 
covering interest assumptions on 
policies by a good margin. Fur- 
ther gains in mortality experi- 
ences are on the horizon as better 
medical care, new medicines and 
advanced surgical techniques are 
developed. The large plough-back 
of earnings of the life insurance 
companies will continue to make 
for capital appreciation. How- 
ever, competition and the extent 
to which the favorable elements 
of this group of stocks have been 
recognized and discounted in the 
market place may militate against 
as sensational an appreciation 
record for life insurance stocks 
as was established in the last ter 
years. Furthermore, Congres- 
sional action will be required to 
replace the now-expired tax law 
relating to life insurance com- 
panies. It is believed that the ol 
law which is based on net invest- 
ment earnings will be renewed 
possibly with some modifications 
However, there will be uncertainty 
until this matter is settled. ENI 
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MILESTONE IN REFINING 





PURE'S 4 refineries are now busy on the second billion. 


Pure Oil refines its Billionth barrel of crude 


Not long ago, Pure Oil processed 
its billionth barrel of crude. 

These billion barrels have fur- 
nished power, heat, lubrication to 
millions of homes and farms, auto- 
mobiles and industries throughout 
America. 

But the most interesting part 
is this: It took us 10'% years to 
process our first 100 million bar- 
rels, and less than two years to 
process the last 100 million. It’s 
this sort of growth that has made 


PURE one of America’s 75 largest 
industrial corporations. 

This record of growth demon- 
strates that year by year more 
and more people are turning to 
Pure Oil for top-quality petroleum 
products. It clearly shows that 
when you turn into any of our 
nearly 16,000 stations in 24 states, 
you, too, can be sure with PURE. 


THE PURE OIL COMPANY, 35 East 


Wacker Drive, Chicago 1, Illinois. 


BE SURE WITH PURE 











WEIRTON STEEL COMPANY of Gite, * W. Va., produces Weirzin® duainiie tic zinc- waatel steel sheets and 


Weirkote® quality-controlled zinc-coated steel sheets; is world’s largest indepe -ndent manufacturer of tin plate. 


Meet the Indispensable 


Metal of Modern Living 


How National Steel’s 


seven divisions 


play a major role in our economy 


Can you name the metal that’s truly 
indispensable to industry today? To 
our whole economy, in fact? 

That’s right—steel. 

And National Steel is among the 
leading suppliers of that indispens- 
able metal . . . to the industries it 
serves for man’s better health, com- 
fort, and happiness. 


Cars, Cans, Commercial Buildings... 
’ £ 


Take automobiles, for instance. Our 
Great Lakes Steel Division is a major 
supplier of the steels that go into to- 
day’s cars. And what about “tin” 
cans? . . . for preserving foods, and 
making the handling and keeping of 
many other products so convenient. 





STRAN-STEEL CORPORATION 


Terre Haute, Indiana 













HANNA IRON ORE COMPARE HAND 














Cleveland, Ohio Buff 
Our Weirton Steel Companfiton St 
major supplier of both elects larges 
and the hot-dipped tin plate #hlate—, 
to produce the more than 40 &Rdvance 
cans used in the U.S. every yé®ther st 
The building industry? Strag“*2mpl 
pre-engineered steel buildings, @#ed 
uct of our Stran-Steel Corpo uality- 
daily fill the needs of business, inf’®€*s- 
and agriculture. Stran- 
F with 
Seven Great Divisions fis being 
, . uch ne 
National Steel is a completelj%he, py 
grated and independent corp@pically. 


comprising seven divisions 
Lakes Steel, for instance—witg Hanna 
sufficient facilities from blast fugl@st furt 
and coke ovens through to fie all g 
mills—provides many industri Use in 
a wide range of hot-rolled and@iona] Si 
rolled sheets and plates, as of it 
the highly versatile family offh the | 
low-alloy, high-strength steels. fj 
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) GREAT LAKES STEEL CORPORATION of Detroit, Mich., provides the automobile industry, as well as many 
) others, with a wide range of standard and special carbon steel products, including N-A-xX® low-alloy, high-strength steels. 
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through participation in iron ore 
operations in Labrador and Quebec. 
Its needs for metallurgical coal are 
met by National Mines Corporation 
with operations and properties in 
Pennsylvania and Kentucky. 





Another facet of National’s far-flung 
operations is National Steel Products 
Company. An enormous five-acre 
plant and warehouse in Houston, 
Texas, enables this division to serve 
a seven-state area with needed steel 
products of many kinds. 


So—this is National Steel! A self- 
contained, totally independent oper- 
ation from basic raw materials through 
to finished products. An operation 





: E HANNA FURNACE CORP. 
110 Buffalo, New York 





NATIONAL STEEL PRODUCTS CO, 


Houston, Texas 


ompatifton Steel, besides being the with one of the finest records in the 
h elects largest independent producer industry for progress and service to 
plate #plate—with facilities among the its customers. 

1an 40 &dvanced in the industry—sup- 


ther steels for manifold other 
xamples: Weirzin electrolytic 
ated steel sheets, and Weir- 
uality-controlled zinc-coated 
eets. 


Stran-Steel again enters the 

F with Stran-Steel framing, 
isions #is being used more and more to 
uch needed schools, hospitals 
he: poe faster and more 
auy. 
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Hanna Furnace Company? Its : 
ast furnaces at Buffalo, N. Y.. NATIONAL MINES CORPORATION 
all grades of merchant pig Weirton, W. Va. 

r use in foundries. 


penal sage 4 controls pore a 

5, as of its basic raw materia . 
nily of h the Hanna Iron Ore Com- NATIONAL STEEL CO R PO RA PION 
steels. fin the Great Lakes ranges, and GRANT BUILDING PITTSBURGH, PA. 
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The Bank Stocks Today 
Can They Meet the 
Challenge of Rising Costs? 





(Continued from page 515) 


growth, while investment return 
expands in declining years. These 
truisms, so to speak, are of the 
utmost importance in the banks’ 
well-being over the years and are 
applicable in all periods except 
those of severe recession. 

It seems quite clear now that 
the nation’s general business 
activity is leveling off. Thus partly 
because of a lag in the demand 
for credit, in other words to at- 
tempt to stimulate business, the 
Federal Reserve discount rate was 
reduced from 314% to 3% in the 
closing months of last year. The 
diminished demand for money 
was clearly evidenced in the oper- 
ations of the New York City 
banks which experienced lower 
loan volume in periods when in 
past years loans expanded notice- 
ably. Loan volume lagged during 
the third quarter of 1957, the first 


such decline registered since the 
third quarter of 1954. Loans out- 
standing of the New York City 
banks at the end of September 
last year were 6% above a year 
earlier, however. There are signs, 
now, that this downtrend in loan 
volume will not get out of hand, 
and as of mid-December, loan vol- 
ume of the leading New York City 
banks stood better than $200 mil- 
lion above the beginning of the 
year. 

But as observed previously, the 
well-being of the banks depends 
not only on their loan position. 
For example, the amazing recov- 
ery of the bond market in recent 
veeks has placed many of the 
well-managed banking institu- 
tions in the position of showing 
some healthy book profits in their 
bond portfolios which could al- 
ways be cashed in; it is doubtful, 
however, that such action is in 
store imminently. Earlier, as the 
market for senior securities de- 
clined, banks sold out their losses, 
using them as tax-offsets, rein- 
vesting the proceeds in other 
issues. But in any event, the lead- 
ing New York City banks seem 





THE 


Nickel and Cobalt 


Oil and Gas 


Potash 


Sulphur 


sulphur operations. 





DIMENSIONS OF FREEPORT 


Freeport in 1957 made important progress in its program 
of diversification and expansion: 


Our $119,000,000 nickel-cobait project was launched on a full scale. Completion 
in mid-1959 of mine and concentrating facilities in Cuba and of a refinery in 
Louisiana will create 50,000,000 pounds a year of new nickel capacity and 
4,400,000 pounds of cobalt capacity—a major new source of these vital metals. 


Production and sales of oil rose to a new record, and proven reserves were 
further increased. Arrangements were made, subject to F.P.C. approval, for 
the sale of gas. Plans for the new year include active development of proven 
acreage and extensive exploration for more oil and gas. 


A jointly owned subsidiary, National Potash Company, began production near 
Carisbad, N. M., and significant new ore reserves were acquired. 


Production and sales achieved levels among the highest in our history. Early in 
1958 construction will begin at Grand Isie, a major new sulphur discovery in 
the Gulf of Mexico. This first completely off-shore sulphur mine will incorporate 
many unique features designed to make it one of the worid'’s most efficient 


FREEPORT SULPHUR COMPANY 
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confident of their ability to hol@pecur 
up their loan volume. In factfto rol 
earnings from interest on loangrisins 
should expand further as the oj@to int 
loans on the boks mature and argprate 
replaced at the prevailing highegsince 
interest rates. In this respect, it i@ © 
emphasized that interest incom@opera 
of the banks is dependent on thaeress' 
solvency of business rather thagearn!! 
on its prosperity. qual 

But while the basic economi@have 
factors of our banks—particula*|gterest 
the New York City banks w tighave 
their wide-ranging relationships§e!1g 
are so eminently favorable, theigsta'er 
stocks have not been immune t@anks 
the pressures resulting from th@P@) ™' 
sharp market decline of recengeX! &n 
weeks, and at year-end 









thesg 150% 
shares had in fact settled to jusgeXpen 
about their lowest price levels o rily a 
the year. Bank stock prices hav@ha\e 

failed to reflect rising earninys§Y& 'S, 
During the long bull market, ing£'y 

vestor attention was focused ogPront: 
the blue-chip industrials, an@ !l- 
more recently the sale of newotier 
shares by such institutions as thebanks 
First National City Bank and thains‘itt 
Chemical Corn Exchange last yeas 19°7. 

to raise additional capital servedtoc, lo 
to indirectly depress the entirgto.s, 
bank stock list as subscription ac tro! th 
counts were sold out in the gen, pelises 


eral market decline. earnir 
seems 
Bank Operations Since pecono! 
World War Il expan 
furthe 

A healthy banking system re/oans 
quires good earnings, and ofStore 1 


course, banks need satisfactorjthus e 
earnings in order to obtain ada booste 
quate capital funds, to pay suffj bank | 
cient return to stockholders andFinall, 
savers, and to obtain as well as tq2nd ir 
retain competent personnel. advan 
In the years following Worlfcontro 
War II, gross earnings of the nalaps 1 
tion’s banks have advanced imjbankir 
portantly along with rising ew 
penses and taxes, which havyj——— 
served to limit the proportion @ Out 
earnings carried down to neé Ww 
profits. The rise in gross earning 
has been largely attributable t{__ 
the changed liquidity and capit: (Ce 
positions of the banks in th | 
period, and also to the rising trenfsales, 
of interest rates. The most impoghead | 
tant change in the banks’ assdsmall 
position has been a shift frogbuilt u 
government securities into rigin the 
assets, largely loans. In the midd§gment 
of 1956, for example, governme# Kelletk 
securities represented some 71 organi: 
of total bank earning assets, whifThe th 
loans and non-federal paper a@sales | 
counted for but 29% ; governmerthe sel 
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to hol@pecurities have now been reduced 
In factito roundly 33%, with risk assets 
yn loangrising to about 67°. With respect 
the ol@to interest rates, the average bank 
and ara@rate on business loans has doubled 
y hig! e since 1946. ; 

ect, it ig Costs, both operating and non- 


yperating, have, however, in- 


t on thacressed right along with gross 
er thagearnings. Bank payrolls, which 
qual some half of total costs, 


have pushed steadily higher. In- 
rest payments to depositors 
shave similarly climbed, results 
being clearly visible in last year’s 
statements of the West Coast 
banks. All told, wages, interest 
payments and general operating 
expenses have risen more than 
150“ since 1946. Non-operating 
expenses, too, have pushed mer- 
rily along. Income tax payments 
have risen noticeably over the 
gayeers, accounting for an increas- 
ing'y large proportion of total 
profits. 
l-in-all, 1958 looks like an- 
of newother good year for the nation’s 
s as thabanks, such as the New York City 
and thains gn ey did so well in 
ast yeas 1957. And the longer term view, 
l served to pm bright for these institu- 
» entirations, providing that they can con- 
‘tion ac tro! the burgeoning operating ex- 
he gen penses and find new sources of 
earnings. In the coming years, it 
seems clear that our continuing 
ice jeconomic growth will result in an 
lexpansion of bank credit. Also, a 
further rise in the proportion of 
tem reloans to total assets seems in 
and of#store for the banks; the ability to 
tal thus expand their loans would be 
tin adesboosted by a reduction of member 
ay suffy bank legal reserve requirements. 
ers andFinally, technological progress 
ell as t#2nd indeed further management 
a]. advances should help to effectively 
- Worldcontrol operating expenses, per- 
the nalaps the major problem for the 
ced imp banking industry in coming years. 
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ig tren sales, accounting and other over- 
head expenditures. Tracerlab, a 
small Massachusetts company, 
built up an interesting reputation 
din the field of radiation measure- 
ment and decided to purchase 
Kelletket Laboratories, an oldtime 
organization catering to hospitals. 
ij}The theory was that Kelletket’s 
per agSales personnel could take over 
arnmetthe selling of radiation and iso- 


_ 
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Listed 


1929 


Midwest Stock Exchange 


(formerly Chicago 
1937—New York Stock Exchange 


1949 


San Francisco Stock Exchange 


No Bonded Indebtedness 
Shares Outstanding 12/31/57 


Common Stock, 3,7 


40,570 shares 


4% Cumulative Preferred Stock, 86,490 shares 


ABBOTT LABORATORIES 


Manufacturing Pharmaceutical Chemists since 1888 


Dividends paid >K 1957 


An unbroken record of 


dividends 





tope equipment. Unfortunately, 
the salesmen were not qualified 
to sell the advanced scientific de- 
vices, owing to a lack of scientific 
backgorund, and matters became 
worse when foreign competition 
invaded Kelleket’s normal mar- 
kets. The upshot was that total 
sales and earnings declined, addi- 
tional funds had to be sought on 
emergency terms, and several of 
the top officers resigned. In retro- 
spect, it appears that the theoret- 
ical savings of combining Tracer- 
lab and Kelleket proved to be 


NORTH CHICAGO, ILLINOIS 


.1.80 
1956. .1.80 
1955 1.80 
1954. .1.85 
1953. .1.80 
1952 1.95 
1951. .1.95 @ 1951—rights ¢ 
1950. .1.85 preferred 
1949. .1.80 @ 1949—2-for-1 stoch 
1948. .3.2 split 
1947. .2.40 
1946. .2.88 @ 1946—2-for-1 stock 
1945 2.20 split and righ 
1944. .2.20 @ 1944—rights 
1943. . 2.00 
v4 1.90 
2.15 
2.15 
2.05 + 1939 , stock divi 
1.70 lend and right 
2.10 
2.07 @ 1936—3-for-1 stock 


impractical. 


Other Difficulties 

Sometimes even vertical inte- 
gration brings on special prob- 
lems. Consolidated Foods, formerly 
Consolidated Grocers, bought up 
a host of food processing and 
packing companies. Investments 
were also made in retail food 
stores, among them the Piggly- 
Wiggly chain. This rapid build up 
of assets increased sales from 
$196 million in 1952 to $268 mil- 
lion in 1956. The various units of 
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the organization, however, are 
thinly spread over the entire 
United States, ranging from 
Maryland and Pennsylvania 
through Illinois, Wisconsin and 
Iowa to California, Nevada and 
Oregon. Net income has barely 
improved during this five year 
period, probably because of the 
rather tenuous and difficult coor- 
dination problem. 

The moving picture theater 
business has suffered badly at the 
hand of television, and another 
blow was struck when a court 
consent decree brought about the 
sale of RKO’s chain of cinema 
houses. List Industries was created 
to operate the theaters, and other 
chains, such as Cleveland Arcade 
and Bleury Investment Ltd. were 
added. An interesting and inad- 
vertent acquisition was the Gera 
company, controlled by Cleveland 
Arcade, Gera in turn controls a 
textile finishing mill, an electronic 
research laboratory and a plant 
making synthetic fabrics—all of 
of which are fairly separate and 
distinct from the operation of 
moving pictures houses. During 
the past few years, List sales in- 
creased in accord with the acqui- 
sitions, but net income still rep- 


resents no more than a modest 
percentage of sales. The chances 
are that the textile and electronics 
operations are not yet helping 
earnings. 

The sale of companies for cash 
and other assets can improve the 
liquidity of the diversified corpo- 
retion, as has been shwn by the 
several recent sales of properties 
owned by Merritt, Chapman and 
Scott. During the past few years, 
Shoup Voting Machine, Marion 
Power Shovel, the Osgood Com- 
pany and Newport Steel have 
been sold off. Cash and working 
capital have improved, but debt 
has increased. At present, Mer- 
ritt, Chapman and Scott is busy 
engaged in digesting its far-flung 
empire, comprising of shipbuild- 
ing, ship salvaging, building sup- 
plies, making highway trailers, 
paint and varnish, fertilizer and 
metals. Merritt, Chapman’s sales 
have jumped rapidly during the 
past several years, but net worth 
and net income have increased 
only moderately in proportion. 
The current market valuation of 
the common stock is below the 
average price of the past seven 
vears, a reflection of investor dis- 
appointment in the earnings 





conditions. 


That’s easy. 





Stubborn about Your Stocks? 


In our business you naturally meet all kinds of investors 
and some of them can be pretty stubborn about their stocks. 

They’re sure the stocks they own are the best ones they can 
buy. They don’t seem to realize that investment values do 
change with the passage of time 
five or ten years ago might make an even better sale today. 

To us, it only seems like good sense for an investor to check 
on his holdings from time-to-time . . . 
date review of the stocks he owns in the light of today’s 


Where can you get such a review? 


If you're not stubborn about the stocks you own, just list 
them for us with the prices you paid, and tell us something 
about your over-all situation and investment objectives. 

We'll see that you get the most realistic report we can send 
you on your investment program, 

rhere’s no charge either, whether you're a customer or not, 
own one stock or a hundred. Just address— 


Aucan D. Guiiiver, Department SF 


Merrill Lynch, Pierce, Fenner & Beane 
Members New York Stock Exchange and all other Principal Exchanges 
70 Pine Street, New York 5, N. Y. 

Offices in 112 Cities 


that what was a good buy 


get an unbiased, up-to- 
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THE 


= 


trend of recent years. rom 1 

Penn-Texas, formerly Pennsyl@en’s fi 
vania Coal & Coke, has passedgnd fe’ 
through a dismal and remorsefuffained 1 
vear. Just recently, a parade oj 





Penn-Texas acquisitions havé 

been sold off, including Industria} 4 ,, 
Brownhoist, Hallicrafters, Libg * =e 
erty Aircraft, and Bayway Terg?" = 
minal and Pratt and Whitney, cnthatay 
The various lenders of money t a ot 
Penn-Texas have apparentlh@'“ 


mong 
turned a cold shoulder, and thet S 


stock market decline has hely ej < “ss 
to topple the pyramid. Early inf... , 
1957, the stock sold at 13%, ands oth Sig 
the present quotation is at the 3 a _ 
level. In 1955 and 1956, the steckhy | 


: “ ov len 

sold as high as 227. Problens ot la 
. «< 

were compounded when cre tit di 


became tighter and business ccn# 
ditions affecting Penn-Texas’ \an 
rious companies worsened. AR up ie 
serious problem is involved inlay. 4 
disposition of the Fairbanks.) » alia 
Morse stock. The Securities Ex." e 
change Commission has served 2 o -* 
warning on the company. Boat me 
Coal producers, like Pennsyl-B. jy¢ 
vania Coal and Coke, in the acto - 
of turning into diversified com-})ji.. 
panies, have not all suffered thejigr 
same stings of defeat. Philadel.) |, 1 
phia_ and Reading Corporation stil! 
“mines anthracite coal and sells a 
profitable volume to utility com- ing cal 
panies, and it has also enjoyed shout 
some success in the operation tT which 
Union Underwear and Acme} 
Manufacturing Company (cow- 
boy boots). The Pittston Company). died 
expanded further into the coal inden 
business by shifting from the} 9¢ iin 
Pennsylvania hard coal fields of ones 
the black diamonds of the Appa- ss 
lachians through Clinchfield Coal f tices 
Company. In the meantime, the my 


come, | 
millior 


regula 
new a 


c most 
company has entered into the op- |)... po 
eration of petroleum terminals.) on , 
oil and gas production, retail oil} noe 


sales, and United States Truck- 
ing, which operates an armored] 
car service. Pittston’s record has 
been reasonably good, although 
the market price for the stock has Div 


overal 


Guic 


suffered extensively during 1957.  ticed » 
Glen Alden Corporation has sor- larity 
rowfully withstood the continued | indust 
decline in hard coal sales. Through | divers 
the Mathes Company, Glen Alden have | 
entered into the manufacturer of prima 


heat pumps and air conditioners| ing 1 


and through Ward La France into and n 
the making of fire and other spe-/ exam| 
cial trucks. These acquisitions | other 


have not thus far proven conclu- } highv 
sive in terms of stemming the} mina 
tide of decreasing coal sales, and } progr 
by way of commentary, the 1957 } the 

market price for the stock fell} utilize 
STREET) JANE 
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rom 14 to 8. However, Glen Al- 
Pennsyl@en’s financial position is strong, 
3 passedand fewer losses are being sus- 
morsefugained from the coal operations. 
irade of 
is have 
idustria 
‘s, Lib 
‘ay Ter 
Vhitny 
ioney t 
irently 
and the — 
hs, i Textron during the postwar 
i, andes assembled a large group of 
t the omex' le mills, including industry 
ve stock heavyweights like American 
robleme Wo len Mills. Despite the fact 
ere ena large numbers of looms had 
Hee: discontinued throughout the 
Mat on, the industry has suffered 
Hroia a chronic condition of over- 
ily. Hence, Textron elected to 
r the diversification field by 
es Expl hasing companies making 
arved 2geu PS, Saws, screws, cement, 
“Kaluninum products, plywood, 
ns batiroom fixtures, polyethylene 
he od pro lucts, and many types of elec- 
1 comAroe components and assem- 
od the blie se Sales for the year ending 
hiladelt 2” ) were $246 million, compared 
on stillet” $88 million in 1950. Net in- 
sells gh°O™® however, crawled from $3.1 
» oneal million to $6.5 million, and work- 
njovedy ne capital painfully increased by 
in a about double. Similar to others 
Acmet Which diversified outside their 
Sones regular lines, Textron found that 
mpany] and difficult problems were 
—or added. Only a few operating econ- 
n thes mies could be achieved, outside 
lds tot”! the liquidation of unprofitable 
Appa- Properties and the utilization of 
1 Coall modern business accounting prac- 
» the tices, which are also available to 
> most organizations. The company 
wie a has pointed out, nevertheless, that 
ail oil some of the new acquisitions were 
"ruck-§ More of a drain than an aid to 
cacanll overall earnings. 
d has 
10ugh 
k has 


| Over-Extension 

: 

} A great many of the diversified 

fompanies have become overex- 

Benced, perhaps through impa- 
ience or the fact that seemingly 
Rittrctive bargains could be found 

the companies offered for 


28S CC N- 
cas” \a- 
ned. A 
ved ing 
banks-7 


— 


Guideposts and Observations 


Diversification is being prac- 
1957. ticed with greater or lesser regu- 

sor- | larity by a majority of American 
inued | industrial corporations. Vertical 
‘ough diversifications so far appears to 


Alden have proven successful where the 
er of primary aim was to utilize exist- 
oners| ing raw materials, by-products 
2 into and markets. It seems logical, for 
spe-/ example, that a railroad offer 
tions | other services, such as pipelines, 
nelu-} highway transportation and ter- 


the} minal storage facilities. Good 
_and J progress is the expectation from 


1957 the petroleum company which 
fell} utilizes its good financial backing, 
PEETL JANUARY 18, 1958 
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technical skill and abundance of 
raw materials to enter plastics, 
special fertilizers, upgraded com- 
pounds of hydrocarbon derivites 
and similar departures from the 
sale of oil, gasoline and natural 
gas. The chances are that a ma- 
chine tool maker can strengthen 
his competitive position by the 
purchase of companies making 
products which will fill out his 
machine tool line. The container 
company which diversifies by of- 
fering plastic and metal in ad- 
dition to paper containers will 
probably enhance its market pen- 
etration, which should ultimately 
produce higher sales and earn- 
ings. 

The large company which pur- 
chases small organizations en- 
gaged in research, engineering, 
atomics and scientific endeavors 
may do so with the prior know!- 
edge that the acquired company 
will not produce earnings for a 
number of years. However, the 
information and prestige derived 
from the advanced work may pay 
dividends in other forms, and, in 
the meantime, the large company 
can easily absorb the cash drain. 

The small and weak company 
which diversifies may compound 


its own difticulties. To finance 
research, modernization and sales 
efforts, the small company may 
lag behind its competitors because 


it dces not have sufficient funds 
to achieve the integration and 
subsequent build up of the ac- 


quired company quickly and eas- 
ily. When business conditions be- 
come competitive and earnings 
decline, the company may be hard 
put to afford the additional cost 
of interest and amortization on 
debt. This situation has brought 
about the premature sale of prop- 
erties and divisions on several 
occasions recently, sometimes at 
a sizeable capital loss. 
Overextension and becoming 
too thinly spread is another prob- 
lem common to the diversified 
company. When some or all of the 
divisions enter a period of declin- 
ing sales, heavy overhead ex- 
penses create a mounting burden. 
Plants which are geographically 
unrelated, and products which 
have little economic correlation 
may exert excessive demands up- 
on management. Integration of 
these companies may prove ex- 
tremely difficult, and if a period 
of bad business interferes in the 
meantime, valuable time and 
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money may be irretrievably lost. 
If the price of the acquired com- 
pany was cheap, this in itself sug- 
gests that the market position, 
manufacturing efficiency, and fi- 
nancial position was basically 
weak to begin with. Hence, dur- 
ing competitive times, sales and 
earnings may suffer to a worse 
degree than those of the major 
producers. 


Reversing Diversification Trend 


It is interesting that a number 
of recent merger proposals have 
been called off. Dresser Industries 
wanted to purchase Gardner-Den- 
ver for an exchange of stock, 
which would have brought diver- 
sification into an extremely suc- 
cessful line of mining and exca- 
vating machinery and supplies. 
At the last moment, however, the 
merger was called off, probably 
because of divergent philosophies 
on management organization. 
Since it was difficult to ascertain 
values and arrive at a mutually 
satisfactory price, Underwood 
and National Cash Register have 
abandoned merger talks. 

It is even more significant that 
an increasing number of com- 
panies and divisions are being 


sold off. Penn-Texas and Bellanca 


have had to sell off properties to 
satisfy the claims of creditors. 
Bridgeport Brass recently sold its 
Aerosol business, after determin- 
ing that it might be better to ac- 
cept a satisfactory payment for 
the company and to concentrate 


on metal manufacturing. Ameri-_ 


can_ Machine & Foundry sold its 
Turbo Division to Sundstrand 
and is also believed to be cutting 
down on its work in nuclear re- 
actors, Borg-Warner recently sold 
off a gear plant in Detroit to 
Massey - Harris - Ferguson... Rem- 
ington Arms sold its half interest 
tmRem-Cru Titanium to Crucible 
Steel Company. Owens-Illinois re- 
cently sold its “interest in Plax 
Corporation (plastics) to Mon- 
santo. Eversharp Incorporated, a 
maker of safety razors and 
blades, sold off Climax Engine, 
which makes gasoline power units 
to Waukesha Engine Company. 
Ford Motor Company has been 
selling timber4tands, dating from 
the days when station wagons 
used wooden sides. 

Republic Steel Company_ dis- 
posed of its chain making opera- 
tion by selling a plant and equip- 
ment to the Campbell Chain Com- 
pany. Sinclair Oil Company de- 
cided to discontinte a railroad 
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tank car fleet, which was sold to 
a specialist in this field, Union 
Tank Car Company. Westing- 
house recently announced that 

oward Industries had purchased 
the Universal Motor Division. 
Several other companies during 
the past several months have sold 
off plants or have discontinued 
products, such as Union Carbide’s 
termination 
production. 

Perhaps this indicates that few- 
er companies are interested in 
diversification for diversifica- 
tion’s sake. There appears to be 
an undercurrent of sorting out of 
products, plants, divisions and 
subsidiary and affiliated compa- 
nies which are alien to the pri- 
mary objectives of the parent or- 
ganization. By the same token, 
specialized manufacturers are ac- 
quiring properties which tie in 
closely or at least relatively close- 
ly with their regular product 
lines. 

The prevailing unsatisfactory 
experience with full diversifica- 
tion appears to have caused a 
momentary abatement, at least, in 
the indiscriminate purchase of 
corporate odds and ends. Too of- 
ten during the past several years, 
it appears that haphazard diver- 
sification has pushed the company 
out of the frying pan into the 
fire. END 
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may exploit Indonesia’s economic 
chaos and embark on a wholesale 
campaign of expropriation that 
would devour American property. 

The value of these assets is con- 
servatively estimated at $250 mil- 
lion. Most of this is invested in 
oil and rubber projects on the 
island of Sumatra where the ani- 
mosity toward foreign business 
has not yet reached the virulent 
proportions attained on the main 
and more populous island of 
Java.. But there is no certainty 
that they will not be swept away 
in the economic upheaval that is 
bound to come. Nor is the possi- 
bility of a Communist coup to be 
discounted, although the army is 
strong enough to resist such an 
attempt. 

The true nature of the catas- 


of polyester resin 


trophe that may shatter Indo 
nesia can be seen in the fact thay 
the country already is bankrupt 
Her foreign exchange reserve 
have fallen below $170 millior 
To U. S. exporters this meang 
that their normal markets 0% 
about $140 million annually ma 
become mere memory. Whi+ 
many of the nation’s outlying is 
lands are carrying on fore'g 
trade independently of the c>n. 
tral Government, the risks oj 
such business will discour: g@ 
U. S. exporters and importers 
alike. Moreover, such indep»»- 
dent action will further fragm:n- 
tize Indonesia and possibly lea 
to a famine on Java that woul 
consolidate the Communist p<si- 
tion there. It may also exten 
their influence to the othe 
islands. 

The shortage of rice and ot! e 
goods already is acute, mainly as 
the result of a breakdown in sh p- 
ping between the republic’s 3,00 
islands. The exodus of Dutch 
owners, Managers and _ techii- 
cians will hobble the sugar, rub- 
ber, tobacco, tea, pepper an 
other plantations. Industrial and 
agricultural output will fall. Il 
legal exports of rubber, copra, tin 
and other important dollar 
earners will become the dominant 
manner of trade. Of necessity, 
these shipments will be limited 
and sporadic and will be con-| 
stantly hampered by the collapse! 
of the country’s shipping facili-; 
ties. The recent accord making 
Japanese ships available will at- 
tenuate but not eliminate the 
problem. Perhaps the only benefit 
that can be derived from the In- 
donesian debacle is the hope that 
it may serve as an object lesson 
to other nations, such as Guate- 
mala, of the misery and violence 
lurking in Communism’s cornu-} 
copia. END 
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they have experienced over the 
past several years. 

Essentially, the reason for the 
sudden reversal in industry for- 
tunes has been the slowing down 
in capital expenditures and the 
mounting concern with cost-cut- 
ting throughout the economy. As 
a result, towards year end, thous- 
ands of industry workers were 
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laid off while finished goods in- 
yentories were brought in line 
with reasonable sales expectation. 

In 1958, however, the major 

producers may see a new upturn 
in business, mostly from govern- 
ment orders. Heavy expenditures 
for missiles means huge outlays 
for computing devices, and this 
has become the forte of the larger 
office equipment makers. IBM, 
Sperry-Rand and National Cash 
Register-should- move ahead this 
year, but the smaller companies 
will not fare as well, for the cut- 
b ck in typewriter and other office 
e uipment buying may lead to a 
s| rinkage of business and lower 
e: rnings. 
FARM EQUIPMENT — The nation’s 
frm equipment makers are look- 
ing forward to a better year in 
1/58 and a continuation of the 
p.ck-up in farm equipment orders 
ti at belatedly began last year. 
However, the proposed reduction 
in crop support and farm aid may 
change the picture. 

Currently, farm income is at 
good levels. Sectionally, the south- 
eist is the brightest marketing 
spot for the industry at present. 
Years of share-cropping and small 
farm operation are now giving 
way to corporate farms and con- 
tract farming — both of which 
stimulate demand for equipment. 

Shortages of beef and other 
livestock are stimulating sales of 
automatic feeding devices; land 
reclamation is proceeding at a 
rapid pace increasing the need for 
tractors; and in general there is 
growing recognition that the big 


farms must fully mechanize if 
they are to survive. 
With these factors superim- 


posed on a normal replacement 
market of close to 300,000 trac- 
tors a year, the industry’s hopes 
for a good year are not unfounded, 
but a severe recession would 
dampen enthusiasm quickly. Bar- 
ring a major downturn, however, 
better earnings seem in prospect 
from equipment operations, but 
with the extensive diversification 
now characterizing such leaders 
as International Harvester and 
Allis-Chalmers, prospects for 
other industries will be important 
determinants of total earnings 
for the year. 


RAILROAD EQUIPMENT—This is the 
year the rail equipment builders 
will learn whether their extensive 
post-war diversification is going 
to pay off. 

Certainly equipment revenues 
1958 
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are going to fall, in some cases 
precipitously, since deliveries are 
proceeding at a rate far in excess 
of incoming orders. In November, 
for example, the nation’s rail car- 
riers placed orders for 1,070 new 
cars compared to over 4,000 ex- 
actly a year earlier. When weighed 
against the present rate of over 
7,000 deliveries a month, the ef- 
fect on the industry’s backlogs 


» becomes apparent. As a matter of 


fact, by year end, unfilled orders 
had dropped to under 60,000, half 
of the previous year’s total, and 
not all of that was in the form of 
firm commitments. 

The one bright spot is the pos- 
sibility that the Government may 
come to the rescue with a new 
Federal Agency empowered to buy 
up to $2 billion worth of rolling 
stock for the carriers. To date 
however, too little progress has 
been reported to envisage the 
“Symes” plan as a force in 1958. 

The major equipment makers, 
such as General American Trans- 
portation and Union Tank Car, 
fortified by firm equipment rental 
contracts should show the best 
stability, but for the rest, 1958 
will be a trying period. 


TEXTILES — Each new year brings 
renewed hope that the textiles 
will break out of their long de- 
pression, but so far the industry 
continues to disappoint observers 
both within, and outside the fold. 
What is most disturbing about 
the textile field is that it has 
undergone most of the painful 
changes that would ordinarily 
produce better results in time. 
Smaller companies have folded or 
been absorbed into larger ones. 
Major units have merged or left 
the industry almost entirely ; hun- 
dreds of plants have been perma- 
nently shut down in an effort to 
cut back capacity; and still the 
industry’s basic problems remain. 
Part of the answer of course 
lies in the steady flow of cheap 
imports into this country from 
Japan and other low labor cost 
countries; but by far the greater 
source of trouble is the amazing 
amount of synthetic fibres the in- 
dustry can and does turn out, vir- 
tually saturating the market. 
Demand for textile products 
continues at normal levels, but 
the high costs associated with ex- 
cess capacity and the almost pro- 
hibitive cost of labor in this coun- 
try lend little hope that a full 
scale turnaround in industry for- 
tunes can materialize soon. —END 





DIVIDEND NO. 180 

ON COMMON STOCK 
The Board of Directors of Con- 
sumers Power Company has 
authorized the payment of a 
dividend of 60 cents per share 
on the outstanding Common 
Stock, payable February 20 
1958 to share owners of record 
1958 


j 
Bi 
2 
a 


i 


January 17 


DIVIDEND ON 
PREFERRED STOCK 
The Board of Directors also 
has authorized the payment of 
a quarterly dividend on the 
Preferred Stock as follows, pay- 
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ible April 1, 1958 to share 
owners of record March 6 
#) 1958 
q CLASS PER SHARE } 
$4.50 $1.12% ' 
A $4.52 $1.13 x 
y $4.16 $1.04 : 
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SPECIAL NOTICE | 
TO OUR SUBSCRIBERS 


The Post Office Department has asked 
for heip in a campaign to speed up 
deliveries of the mails. 
If you have a postal delivery zone 
number, please send it to us the next 
time you communicate with the Mago- 
zine, so that we may enter it in ovr 
records. 
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First Hand Report on Missile 
and Aircraft Expenditures 





(Continued from page 507) 


has promised Congressional lead- 
ers that the program will be 
pushed to completion. Recent can- 
cellations of a nuclear engine con- 
tract to the Pratt & Whitney Divi- 


sion of United Aircraft had caused 
some concern in Congress. 
General Electric has Air Force 


contracts for both a reactor and 
an engine for this program. The 
Air Force has asked both Lock- 
heed and Convair to study possi- 
ble airframe designs. However, 
the state of the development is 
such that it may be three or four 
years before a practical reactor 
and engine can be flight tested. 

General Electric was successful 
in testing a one-fifth scale model 
of a reactor with light-weight 
shielding. They are now going 
ahead with a full size reactor. 
Pratt & Whitney was not so suc- 
cessful with its design of a small 
mode! reactor. However, the 
Atomic Energy Commission has 
recently granted them an addi- 
tional $15 million for further re- 
search. This will be done at the 
Middletown, Conn., atomic re- 
search laboratory operated by 
Pratt & Whitney. 

The type of nuclear engine to 
construct is far from. settled. 
Much research and testing must 
be done to make sure of the final 
design. Also to be decided is what 
use is to be made of the atomic 
plane; for instance, whether to 
use it in extremely long range 
patrol] planes; for airborne mis- 
sile launchers; for early warning 
radar picket craft; or for unpre- 
cedentedly large cargo and trans- 
port planes. 


Three Types of Atomic 
Aircraft Engines 


The decision on the type of 
power plant to concentrate upon 
is also dependent upon the mis- 
sion of the plane. There are three 
principal varieties under consid- 
eration. These are: 

The turboprop closed cycle, in 
which helium gas is forced 
through the reactor and then used 
to drive turbines which spin the 
plane’s propellors. 

The turbojet open cycle, in 


$50 


which air from outside the plane 
is compressed and heated by nu- 
clear fission, and then expelled in 
a jet stream to give the plane its 
forward push. 

The turbojet closed cycle, in 
which air is heated by contact 
with a heat exchanger of liquid 
sodium rather than by direct con- 
tact with the atomic reactor. 

Each system has its advantages 
and disadvantages and Pentagon 
planners are also giving consid- 
eration to weight saving against 
radiation-shielding before coming 
to a fina] decision. 

Over $200 million annually has 
been spent on this nuclear air- 
craft project. Nearly one-half of 
this amount comes from the funds 
of the Atomic Energy Commis- 
sion to pay for reactor research 
and development. The Air Force 
has given sizable contracts to 
both General Electric and Pratt _ 
x. Whitney fast fallin an econ- 
“omy wave the Pratt & Whitney 
contracts were cancelled. 


Atomic Seaplane Planned 


The Air Force is now reported 
to be considering renewing the 
contracts to Pratt & Whitney. 
The Navy has announced that it 
has been studying an atomic sea- 
plane for long range patrolling. 
If Congress would be generous 
they are prepared to go ahead 
with this project. It would call 
for a turboprop closed cycle nu- 
clear engine. Development of such 
a power plant would require four 
or five years and cost around 
$10 million. 

Pratt & Whitney is very inter- 
ested in-this-engine-and wants a 
design contract. Boeing and Mar- 


tin are interestettin-the-airframe 


hull of such a project. 

If some evidence or even seri- 
ous claims should be presented 
that the Soviets were ahead of us 
in nuclear aircraft progress, pub- 
lic opinion and Congress would 
quickly demand an expansion of 
our present atomic program. 
Such a demand could easily re- 
sult in an annual expenditure of 
half a billion dollars. END 





Investing in the 
Office Building Boom 





(Continued from page 501) 


investment has fully recovered 
the loss of confidence it suffered 
in the 1930’s. It has elements of 
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stability that are much in its 
favor but is not immune to the 
economic tides that affect genera! 
business. It is also a field where it 
is imprudent to generalize, for one 
property may do well when other 
do poorly. Good planning to be 
gin with, which assures righ 
timing and placing, and goo 
management all the way, car 
make all the differences between : 
profitable and a losing invest 
ment. 

The 
buildings 


function of our office 
is to house America) 
business. Investment in _ offic 
buildings, now close to $15 bil 
lion, is a measure of this indus 
try’s important place in the eco 
nomic picture. ENI 





Profit and Income 





(Continued from page 525) 


More Preferred Stocks 
Opportunities for good retur: 
and moderate appreciation in pre- 
ferred stocks have heretofore bee 
discussed here. A number of sound 
issues, even though not of the 
highest grades, offer yields arounc 
or above 5%. Some additiona! 
selections follow: Atchison —& 
Sante Fe $0.50 preferred at 9, 
yielding over(5.4%,)Helme $1.74 
at 34, vielding fe ; Radio Corp. 
$3.50 at 70, yielding 5%3 Loril- 


da lard $7 at 131, yieldingS.3% > and 


PacifieLighting $4.40 at 86. y rield- 


“ing 6.1% END 





Washington and the 
Securities Market 





(Continued from page 495) 


Also, as between the earlier sit- 
uation and the present one, there 
are important, perhaps decisive 
differences: (1) business confi- 
dence was high then. It is less 
so now. (2) Remembering its 
1953-1954 contribution to the 
subsequent inflation, the Reserve 
will ease credit more deliberately 
this time. (3) Measured by yield 
factors, the industrial stock av- 
erage is much higher now than 
at any time in 1953 or the first 
half of 1954. Much will depend 
on defense spending in the 
months ahead and on possible 
shifts in investment sentiment— 
always difficult to predict. Our 
policy remains conservative. 

—Monday, January 13. 
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Answers to Inquiries 





(Continued from page 532) 
7th year, please send me your Christmas 
offer of your new book “The Next Two 
Years” and please also inform me on re- 
cent operations of the Emerson Electric 
Manufacturing Co.” 
H.N., Springfield, Mass. 


The Emerson Electric Manu- 
facturing Co. of St. Louis, makers 
of electric fans; small motors, ete. 
had consolidated net earnings of 
$2,369,716 after all charges, for 
the fiscal year ended September 
30, 1957, as compared with net 
earnings of $2,247,926 for the 
previous fiscal year. 

Net earnings for the latest year 
included results of operations of 
the company’s wholly owned sub- 
sidiary, Emerson-Pryne Co., from 
April 1, 1957 and a non-recurring 


REGULAR 
QUARTERLY 
DIVIDEND 


The Board of Directors has 
declared this day 

COMMON STOCK DIVIDEND NO. 94 
This is a regular quarterly 
dividend of 


25¢ Shane 


Payable on February 15, 1958 
to holders of record at close 
of business January 20, 1958. 
Milton C. Baldridge 
Secretary 
January 9, 1958 


THE COLUMBIA 
GAS SYSTEM, INC. 








AVISCO 


AMERICAN VISCOSE 
CORPORATION 


Dividend Notice 


Directors of the American Vis- 
cose Corporation, at their regular 
meeting on January 8, 1958, de- 
clared a dividend of fifty cents 
(50¢) per share on the common 
stock, payable on February 1, 
1958, to shareholders of record 
at the close of business on 
January 21, 1958. 

WILLIAM H. BROWN 


Vice President and Treasurer 

















refund of prior years Federal ex- 
cess profit taxes in the amount of 
$240,525. Net earnings for the 
latest fiscal year exclusive of the 
tax fund, are the second highest 
in the history of the company. 

Sales in the 1957 fiscal year 
were $65,341,252 compared with 
sales of $56,498,889 in the 1956 
fiscal year. Latest fiscal year sales 
represented an increase of more 
than 15% over total sales for the 
previous year and was the highest 
sales volume of the company in 
the entire post-war period. 

Consolidated earnings after 
taxes and after provision for divi- 
dends on the preferred stock 
amounted to $3.52 per share on 
the average of 654,600 shares of 
common stock outstanding during 
the fiscal year. This compares 
with earnings of $3.49 per share 
in the 1956 fiscal year on the aver- 
age of 626,918 shares of common 
stock outstanding during that 
year after adjustment for the 
September 28, 1956 stock 
distribution. 

Current quarterly dividend is 
40 cents per share. —END 





Keeping Abreast of 
Corporate Developments 





(Continued from page 534) 


merger, Armco would add about 
50,000 tons a year to its steel- 
making capacity and would have 
an assured outlet for about 700,- 
000 tons a year of steel that Na- 
tional Supply has been fabricat- 
ing into pipe and tubing. —END 





The State of the Union 





(Continued from page 498) 


be well over this year’s spend- 
ing limits, the Congressmen 
were told. With careful attention 
to economy and postponement of 
unidentified civilian projects the 
impact need not be severe, the 
President assured as he promised 
a special message dealing with the 
related subjects of taxation and 
spending, plus the authorized debt 
ceiling—which he will recommend 
be raised. 

The President’s plea for united 
action by this country, the Soviet 
and other nations in the interest 
of peace reiterated many of the 
statements made by Mr. Eisen- 
hower when he launched the 
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this 


Atoms-for-Peace effort. To 
end he urged that any genuine 
disarmament proposition be care- 
fully weighed. “But,” he said, “‘a 


disarmament proposal to hold 
real promise, must at the mini- 
mum have one feature: reliable 
means to ensure compliance by 
all. It takes actions and demon- 
strated integrity on both sides to 
create and sustain confidence!”’ 

Pointedly, Ike told Congress t 
is futile to condemn Feder: | 
spending and then insist on costly 
local projects that touch “ones 
own interest”; it makes no sense, 
he said, to spend additional bi - 
lions on military strength to deter 
a potential danger, and then, by 
cutting aid and trade programs, 
let the world succumb to a pre:- 
ent danger in economic disguise. 

Departing from precedent, the 
President confined this year’s 
Message to military affairs an1 
security, and to the search for 
peace. This presages more speciz! 
messages than in other years, 
when the whole range of legisla- 
tive and administrative action 
was covered. 

In the Budget Message the 
following week, the President 
spelled out more fully, some of 
the ideas touched on in the State 
of the Union address. As ex- 
pected, he asked for $74 billion 
in proposing a barely balanced 
budget. At the same time, he dis- 
closed that in the current fiscal! 





year, the Government may oper- 


ate at a $400 million deficit and 
suggested that the debt ceiling 
be temporarily lifted to allow the 
Government more leeway in 
financing its commitments. 
In our next issue, we will carry 
a complete analysis of the new 
budget and its import for in- 
vestors and business generally. 
—END 





As | See It! 





(Continued from page 493) 


for definite and drastic action t« 
insure the democratic processes 
on the one hand, and, on the 
other, the Unions (operating as 
non-profit organizations) should 
be kept well within the limits of 
their needs, should be prevented 
from piling up huge funds which 
can be channeled into the defense 
program, and thereby help to 
stabilize our economy. Our Na- 
tional defense today demands 
that we all do our share. —END 
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PROFITABLE 1958 


(Important... To Investors With $70,000 or More!) 


A First Step in Your Program for a 


eeeeeeeee ee oy 
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RY this experiment! Imagine that all your securities were sold yesterday. 
Today you have nothing but their cash value. 


Then ask yourself, “Should I repurchase my former holdings as offering the most 
outstanding prospects for safety, income, profit—or could all or part of my funds 
be used more profitably in the coming year? Should I invest my cash now?” 


Some investors who test their lists honestly find that they are holding securities for 
unsound reasons: (1) because they dislike to take losses even in weak issues; (2) 
because they like to see issues on their list which show a profit, even though the 
future has been discounted; (3) because they are sentimentally attached to inher- 
ited securities, or shares of a company for which they work; (4) because they feel 
that they might have difficulty in deciding upon a replacement; (5) because they 
are worried about taxes resulting from security changes; (6) procastination. 


Today there is no need to hold unfavorable investments which may be retarded 
in 1958, or those where dividends are in doubt. Selected issues are available 
which offer a substantial income, a good degree of security and promising growth 
prospects if your purchases are strategically timed. 


As a first step toward increasing and protecting your income and capital in 1958 
we suggest that you get the facts on the most complete, personal investment super- 
visory service available today. 


Investment Management Service can be of exceptional benefit to you in the new 
year ... for while there will be a leveling off (or even recession) in some fields, 
others will show sustained strength. The International Geo-Physical Year of 1958 
will witness amazing scientific achievements, industrial advancement—and invest- 
ment opportunities—of which we can help you to take advantage. 


Full information on Investment Management Service is yours for the asking. Our 
rates are based on the present value of securities and cash to be supervised—so if 
you will let us know the present worth of your account—or send us a list of your 
holdings for evaluation—we shall be glad to quote an exact annual fee . . . and to 
answer any questions as to how our counsel can help you to attain your objectives. 


INVESTMENT MANAGEMENT SERVICE 


A division of THE MAGAzineE oF WALL StrREEt. A background of fifty years of service. 


90 BROAD STREET NEW YORK 4, N. Y. 








WINSTON 
= TASTES GOOD! 





LIKE A 
CIGARETTE 
SHOULD! 
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THE TASTE IS TOPS... 
IN PACK OR BOX! 


Yes, Winston gives you the bright, clear 
flavor of fine tobacco. And now you can 
buy Winstons in either the popular regu- 
lar pack—or in a new crush-proof box. 
Wouldn’t this be a good time for you to 
switch to Winston ? 





Same fine taste — same popular price! oa: cathe ieisitin 


WINSTON SALEM, N.C 


Smoke WINSTON Americas best-selling, best-tasting filter cigarette! 








